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GENSTAR 


June 12, 1986 
Dear Holder of Common Shares or Series D Second Preferred Shares: 


We cordially invite you to attend a Special Meeting of holders of Common Shares or a Special 
Meeting of holders of Series D Second Preferred Shares (depending upon which class of shares 
you own) to be held on July 4, 1986 in Toronto. Both Special Meetings will be held in the 
Knightsbridge Room, King Edward Hotel, 37 King Street East, Toronto, Ontario, Canada with the 
Special Meeting of holders of Common Shares commencing at 10:00 a.m. and the Special Meeting 
of holders of Series D Second Preferred Shares commencing at 10:15 a.m. 


The Special Meetings have been called for the purpose of approving amendments to the 
Articles of Genstar Corporation which would have the effect of deleting the conversion privilege 
attaching to the Series D Second Preferred Shares and requiring the redemption of all outstanding 
Series D Second Preferred Shares on July 31, 1986 at a price per share of $44.61538 plus accrued 
and unpaid dividends. The proposed redemption price of $44.61538 is based on the $58.00 price 
offered by Imasco Enterprises Inc., a wholly-owned subsidiary of Imasco Limited, under its currently 
outstanding offer to purchase Genstar Common Shares. The $44.61538 amount was determined by 
dividing the $58.00 Imasco offer price by 1.3, which is the present Series D Second Preferred Share 
conversion factor. 


The proposed amendments and the previously announced redemption of the Series A, B and D 
Preferred Shares and the Series B Second Preferred Shares to become effective on June 30, 1986 
are part of the reorganization of the outstanding share capital of Genstar following the acquisition by 
Imasco of control of Genstar. Imasco has stated its intention to compulsorily acquire the Common 
Shares which have not been deposited under the offer and the amendments will delete the right of 
holders of Series D Second Preferred Shares of Genstar to convert such shares into Common 
Shares. 


The proposed amendments are described in detail in the attached Notices of Special Meeting 
and Proxy Statement. We suggest that you read this document carefully. 


If you cannot attend the relevant Special Meeting and vote in person, please mark, sign and 
return the enclosed proxy in the envelope provided. This will ensure that your shares will be 
represented at the relevant meeting. We urge that you do this promptly. 


Yours sincerely, Yours sincerely, 
Ross J. Turner, Aopen Plas 7 
Chairman and Chief President and Chief 


Executive Officer Executive Officer 
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NOTICE OF SPECIAL MEETING OF HOLDERS OF SERIES D 
SECOND PREFERRED SHARES 


NOTICE IS HEREBY GIVEN that a Special Meeting of the holders of Series D Second Preferred 
Shares (the “Series D Holders’) of GENSTAR CORPORATION (‘‘Genstar’’) will be held in the 
Knightsbridge Room, King Edward Hotel, 37 King Street East, Toronto, Ontario, Canada, on July 4, 
1986 at the hour of 10:15 o’clock in the forenoon (Toronto time) for the purposes of: 


(a) considering and, if thought fit, passing a special resolution amending the Articles of 
Genstar so as to effect the following changes in the rights, privileges, restrictions and 
conditions attaching to the Series D Second Preferred Shares: 


(i) requiring Genstar to redeem the Series D Second Preferred Shares at the close of 
business in Vancouver on July 31, 1986; 


(ii) Changing the redemption price per share of the Series D Second Preferred Shares 
from $25.00 to $44.61538, in each case plus accrued and unpaid dividends; and 


(iii) deleting the right of a Series D Holder to convert such shares into Common 
Shares of Genstar, effective immediately prior to the close of business in Vancouver on 
July 31, 1986; and 


(b) transacting such other business, if any, as may be brought properly before the 
meeting. 


The text of the special resolution to be submitted to the Special Meeting of Series D Holders is 
set out in Schedule ‘‘A’”’ to the attached Proxy Statement. 


A Series D Holder is entitled to dissent from the special resolution and be paid the fair value of 
his, her or its shares in accordance with Section 184 of the Canada Business Corporations Act. A 
statement as to the rights of a dissenting shareholder is set out in the attached Proxy Statement 
under ‘‘Right of Dissent of Holders of Series D Second Preferred Shares’’. 


Registered Series D Holders (i) who are individuals may attend and vote at the meeting in 
person or by proxy and (ii) which are corporations may attend and vote at the meeting by proxy or 
by a duly authorized representative. 

Dated at Vancouver, British Columbia, this 12th day of June, 1986. 


By Order of the Board of Directors 


Rodrick K. MacKinnon 
Secretary 


Series D Holders who are unable to attend the meeting in person are invited to complete and 
sign the accompanying form of proxy, to be returned at their earliest convenience to Genstar, 
care of The Canada Trust Company, Corporate Trust Department, Fifth Floor, 20 Eglinton Avenue 
West, Toronto, Ontario, Canada M4R 2E2, in the envelope provided for that purpose. 


The Notice of Special Meeting, accompanied by the form of proxy and Proxy Statement, will be 
forwarded to registered Series D Holders of Genstar on or about June 12, 1986. Each Series D 
Holder is entitled to one vote at the meeting for each Series D Second Preferred Share registered in 
his, her or its name except that a transferee of Series D Second Preferred Shares shall be entitled to 
vote at the meeting if the transferee produces properly endorsed certificates for such shares, or 
otherwise establishes that the transferee owns such shares. Additional copies of this Notice of 
Special Meeting and of all the other material mentioned may be obtained at the Registered Office of 
Genstar at 1177 West Hastings Street, Suite 2600, Vancouver, B.C., Canada V6E 3Y3, at Genstar’s 
Executive Office at Four Embarcadero Center, Suite 3800, San Francisco, California 94111, or at the 
offices of The Canada Trust Company at either of the following addresses: 


Corporate Trust Department 

P.O. Box 49390 Bentall Postal Station 
1055 Dunsmuir Street 

Vancouver, B.C. Canada V7X 1P3, or 


Corporate Services Department 
Fourth Floor 

20 Eglinton Avenue West 
Toronto, Canada M4R 2E2 


Unless otherwise indicated, all dollar amounts referred to in the accompanying Proxy Statement 
are in Canadian dollars. The exchange rate was U.S. $1.00 = Canadian $1.40 as at December 31, 
1985. 
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NOTICE OF SPECIAL MEETING OF HOLDERS OF COMMON SHARES 


NOTICE IS HEREBY GIVEN that a Special Meeting of holders of Common Shares of GENSTAR 
CORPORATION (‘‘Genstar’’) will be held in the Knightsbridge Room, King Edward Hotel, 37 King 
Street East, Toronto, Ontario, Canada, on July 4, 1986 at the hour of 10:00 o’clock in the forenoon 
(Toronto time) for the purposes of: 

(a) considering and, if thought fit, passing a special resolution amending the Articles of 

Genstar so as to effect the following changes in the rights, privileges, restrictions and 

conditions attaching to the Series D Second Preferred Shares: 


(i) requiring Genstar to redeem the Series D Second Preferred Shares at the close of 
business in Vancouver on July 31, 1986; 


(ii) Changing the redemption price per share of the Series D Second Preferred Shares 
from $25.00 to $44.61538, in each case plus accrued and unpaid dividends; and 


(iii) deleting the right of a holder of Series D Second Preferred Shares to convert such 
shares into Common Shares of Genstar, effective immediately prior to the close of 
business in Vancouver on July 31, 1986; and 


(b) transacting such other business, if any, as may be brought properly before the 
meeting. 
The text of the special resolution to be submitted to the Special Meeting of holders of Common 
Shares is set out in Schedule ‘‘A”’ to the attached Proxy Statement. 


Registered shareholders (i) who are individuals may attend and vote at the meeting in person 
or by proxy and (ii) which are corporations may attend and vote at the meeting by proxy or by a 
duly authorized representative. Holders of bearer share warrants may attend and vote at the 
meeting in person upon presentation thereat of their bearer share warrants or voting certificates in 
respect thereof or by proxy pursuant to any such voting certificates. 


DATED at Vancouver, British Columbia, this 12th day of June, 1986. 


By Order of the Board of Directors 


Rodrick K. MacKinnon 
Secretary 


Holders of Common Shares who are unable to attend the meeting in person are invited to 
complete and sign the accompanying form of proxy, to be returned at their earliest convenience 
to Genstar, care of The Canada Trust Company, Corporate Trust Department, Fifth Floor, 20 
Eglinton Avenue West, Toronto, Ontario, Canada M4R 2E2, in the envelope provided for that 
purpose. 


The Notice of Meeting, accompanied by the form of proxy and Proxy Statement, will be 
forwarded to registered holders of Common Shares of Genstar on or about June 12, 1986. Each 
holder of Common Shares is entitled to one vote at the meeting for each Common Share registered 
in his, her or its name except that a transferee of Common Shares shall be entitled to vote at the 
meeting if the transferee produces properly endorsed certificates for such shares, or otherwise 
establishes that the transferee owns such shares. In addition, holders of bearer share warrants who 
produce their share warrants at the meeting, or who shall have deposited the same and obtained a 
voting certificate in respect thereof in accordance with the conditions attaching to such bearer share 
warrants, shall be entitled to one vote at the meeting for each Common Share represented by such 
bearer share warrants. Additional copies of this Notice of Special Meeting and of all the other 
material mentioned may be obtained at the Registered Office of Genstar at 1177 West Hastings 
Street, Suite 2600, Vancouver, B.C., Canada V6E 3Y3, at Genstar’s Executive Office at Four 
Embarcadero Center, Suite 3800, San Francisco, California 94111, or at any of the offices of the 
depositaries listed under the caption ‘‘Information For Holders Of Outstanding Shares Represented 
By Bearer Share Warrants.”’ 


INFORMATION FOR HOLDERS OF OUTSTANDING SHARES REPRESENTED BY BEARER SHARE 
WARRANTS 


The directors of Genstar have appointed the following depositaries for the purpose of receiving, 
not later than 48 hours prior to the meeting, deposits of bearer share warrants and of issuing to any 
depositor a receipt therefor and a voting certificate entitling such depositor to attend and vote at the 
meeting in person or by proxy, namely: 


THE CANADA TRUST COMPANY Corporate Trust Department 
P.O. Box 49390 Bentall Postal Station 
1055 Dunsmuir Street 
Vancouver, B.C. Canada V7X 1P3, or 


Corporate Services Department 
Fourth Floor 

20 Eglinton Avenue West 
Toronto, Canada M4R 2E2, or 


MORGAN GUARANTY TRUST Client Administration, Ninth Floor 
COMPANY OF NEW YORK 30 West Broadway 
New York, N.Y. 10007, U.S.A., or 
GENERALE DE BANQUE S.A. 3, rue Montagne du Parc 
B-1000 Brussels, Belgium, or 
BANQUE GENERALE DU 27 avenue Monterey 
LUXEMBOURG Luxembourg, or 
CREDIT SUISSE Paradeplatz 8 


8021 Zurich, Switzerland 


Unless otherwise indicated, all dollar amounts referred to in the accompanying Proxy Statement 
are in Canadian dollars. The exchange rate was U.S. $1.00 = Canadian $1.40 as at December 31, 
1985. 
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PROXY STATEMENT 


SOLICITATION OF PROXIES 


The accompanying proxy is being solicited by the Board of Directors and management of 
Genstar Corporation (herein referred to as “‘Genstar’’ or the ‘“Corporation”’) for use at separate 
Special Meetings of Common Shareholders and Series D Second Preferred Shareholders of 
Genstar to be held on July 4, 1986 at the time, place and for the purposes set forth in the 
foregoing Notices of Special Meeting, and any adjournment thereof. The total cost of such 
solicitation will be borne by Genstar. Genstar has engaged the services of McLeod Young Weir 
Limited (‘“‘MYW’’) to solicit proxies from holders of Series D Second Preferred Shares on behalf of 
the directors and management of Genstar in Canada and elsewhere outside the United States, its 
territories and possessions. In consideration of such services, MYW will receive fees aggregating 
$25,000. Genstar has agreed to reimburse MYW for reasonable out-of-pocket expenses, including 
legal costs, incurred by it in connection with the solicitation and has also agreed to indemnify MYW 
in respect of certain liabilities which may be incurred by it in performing its services. The solicitation 
of proxies will be primarily made or effected by mail, telephone, telex or personal contact by MYW. 
Directors, officers and regular employees of Genstar also may solicit proxies at nominal cost by 
telephone, telegram or by personal interview. Upon request, Genstar will reimburse banks, broker- 
age houses and other custodians, nominees and fiduciaries for their reasonable expenses in 
forwarding proxy material to their principals. The executive office of Genstar is located at Suite 
3800, Four Embarcadero Center, San Francisco, California 94111, U.S.A. 


APPOINTMENT AND REVOCATION OF PROXIES 


Each holder of Common Shares or Series D Second Preferred Shares (together, the 
Shares’) is entitled to one vote at the relevant Special Meeting for each Share registered in his, 
her or its name as at the close of business on the day immediately preceding the day of the giving of 
the Notice of Meeting (the ‘‘Determination Date’’), except that a transferee of Shares acquired on 
or after the Determination Date shall be entitled to vote at the meeting if the transferee produces 
properly endorsed certificates for such Shares, or otherwise establishes that the transferee owns 
such Shares, and has demanded not later than ten (10) days before the meeting that his, her or its 
name be included in the list of shareholders entitled to vote at the meeting, such list having been 
prepared as of the Determination Date. Holders of Common Shares represented by bearer share 
warrants may attend and vote at the Special Meeting of holders of Common Shares if (a) they 
produce their bearer share warrants at the meeting, or (b) they deposit, not later than 48 hours 
prior to the meeting, their bearer share warrants at one of the offices of the depositaries listed under 
the caption “Information for Holders of Outstanding Shares Represented by Bearer Share War- 
rants” following the Notice of Special Meeting of holders of Common Shares with a statement 
setting out their names and addresses, and obtain in exchange appropriate receipts and voting 
certificates stating their names and addresses and the number of shares represented by the 
deposited bearer share warrants. Any holder of bearer share warrants receiving a voting certificate 
as aforesaid also shall be entitled to appoint a proxy to attend, act and vote for and on behalf of 
such holder at the meeting or any adjournment thereof. 


The persons named in the accompanying forms of proxy are directors and/or officers of 
Genstar. Each registered shareholder has the right to appoint as proxy another person (who need 
not be a shareholder) to represent the shareholder at the meeting and may do so by inserting the 
name of such other person in the blank space provided for such purpose on the form of proxy, or by 
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completing another proper form of proxy. In addition to any other manner permitted by law, a 
shareholder who executes and returns the accompanying form of proxy has the power to revoke it, 
at any time before it is acted upon, by an instrument in writing executed by the shareholder or by his, 
her or its attorney duly authorized, and deposited either at Genstar’s Registered Office at 1177 West 
Hastings Street, Suite 2600, Vancouver, British Columbia, Canada V6E 3Y3, on or before the day 
preceding the day of the meeting or adjournments thereof at which the proxy is to be used, or with 
the chairman of the meeting on the day of the meeting or adjournments thereof. 


ACTION TO BE TAKEN UNDER THE PROXIES 


Shares represented by properly executed proxies in the accompanying forms of proxy will 
be voted or withheld from voting in accordance with the instructions indicated thereon. If no 
contrary instruction is indicated, Shares represented by such proxies will be voted by the 
persons designated in the printed portion thereof in favour of the passage of the special 
resolution. 


The enclosed forms of proxy confer discretionary authority upon the persons named therein 
with respect to amendments to matters identified in the Notices of Special Meeting and with respect 
to any other matters that may properly come before the meetings. As of the date of this Proxy 
Statement, the Board of Directors and management of Genstar know of no such other matters to be 
presented for action at the meetings. However, if any other matters which are not known to the 
Board of Directors and management should properly come before the meetings or any adjournment 
thereof, the Shares represented by the proxies will be voted on such matters in the discretion of the 
named proxyholders. 


BUSINESS OF THE SPECIAL MEETINGS 


The Special Meetings have been called for the purpose of considering and, if thought fit, 
approving amendments to the Articles of Genstar which would have the effect of deleting, effective 
immediately prior to the close of business in Vancouver on July 31, 1986, the right of holders of the 
Series D Second Preferred Shares of Genstar to convert such shares into Common Shares on the 
basis of 1.3 Series D Second Preferred Shares for one Common Share, and requiring Genstar to 
redeem all outstanding Series D Second Preferred Shares at the close of business in Vancouver on 
July 31, 1986 at a price per share of $44.61538 plus accrued and unpaid dividends. At present, the 
Series D Second Preferred Shares may not be redeemed at the option of Genstar prior to 
September 30, 1994 or, at the option of the holder thereof, prior to March 31, 1990, and the 
redemption price per share is fixed at $25.00 plus accrued and unpaid dividends. The proposed 
redemption price per share is the amount obtained when the price offered by Imasco Enterprises 
Inc. (‘‘IE’’), a wholly-owned subsidiary of Imasco Limited (‘‘Imasco’’), under its currently outstand- 
ing offer (the ‘‘Offer’’) to purchase Common Shares of Genstar at $58.00 per Common Share is 
divided by the conversion ratio applicable to the Series D Second Preferred Shares. The Offer was 
made on March 24, 1986 and currently is scheduled to expire at midnight (Vancouver time) on July 
3, 1986. 


At the date the Offer was made, there were outstanding 3,998,700 Series D Second Preferred 
Shares. On June 6, 1986, there were outstanding 49,615 Series D Second Preferred Shares. 
Genstar believes that the Common Shares issued upon conversion of the 3,949,085 Series D 
Second Preferred Shares which have been converted during the course of the Offer were tendered 
in acceptance of the Offer and have been purchased and paid for by IE. 


The amendments and the previously announced redemption of the Series A, B and D Preferred 
Shares and the Series B Second Preferred Shares to be effective on June 30, 1986 are part of the 
reorganization of the outstanding share capital of Genstar following the acquisition of control of 
Genstar by Imasco under the Offer. As stated in the Offer and assuming acceptance of the Offer by 
holders of not less than 90% of the Common Shares, it is the intention of Imasco, after the expiration 
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of the Offer, to compulsorily acquire the Common Shares held by holders who have not accepted 
the Offer. 


If the amendments are approved, Genstar intends to promptly file Articles of Amendment and 
obtain a Certificate of Amendment giving effect to the special resolution, whereupon the Series D 
Second Preferred Shares will cease, effective immediately prior to the close of business in 
Vancouver on July 31, 1986, to be convertible into Common Shares and the Series D Second 
Preferred Shares will be redeemed at the close of business in Vancouver on July 31, 1986. If a 
Certificate of Amendment is obtained, Genstar will promptly issue a press release confirming the 
same and notify the holders of Series D Second Preferred Shares by first class prepaid mail. 


The income tax consequences to a holder of Series D Second Preferred Shares resulting from 
the redemption of such shares may be significantly different than the income tax consequences 
resulting from the sale to IE under the Offer of Common Shares receivable upon conversion of the 
Series D Second Preferred Shares. Holders of Series D Second Preferred Shares are urged to 
consider such income tax consequences carefully. (See ‘““Canadian Income Tax Consequences For 
Holders of Series D Second Preferred Shares’). 


Expenses of the transactions related to the amendments to Genstar’s Articles will be limited to 
the costs of the solicitation of the accompanying proxies and the costs of the Special Meetings, and 
are not expected to exceed $30,000. 


The text of the special resolution to be submitted to each of the Special Meetings (the ‘‘Special 
Resolution’) is set forth in Schedule ‘‘A’’ to this Proxy Statement. 


QUORUM AND VOTES REQUIRED 


The holders, present in person or by proxy, of at least a majority of the Common Shares entitled 
to be voted at the Special Meeting of holders of Common Shares constitute a quorum for such 
meeting. The holders, present in person or by proxy, of at least a majority of the Series D Second 
Preferred Shares entitled to be voted at the Special Meeting of holders of the Series D Second 
Preferred Shares constitute a quorum for such meeting. If a quorum is not present at the Special 
Meeting of the holders of Series D Second Preferred Shares within one-half hour after the time for 
which the meeting was called, the meeting will be adjourned to the same place on the date ten days 
after the date for which the meeting was called, at which time two or more persons holding Series D 
Second Preferred Shares or representing the holders of such shares by proxy will constitute a 
quorum. 


The Special Resolution to approve the amendment to Genstar’s Articles requires the affirmative 
vote of (i) not less than two-thirds of the votes cast by the holders of Series D Second Preferred 
Shares and (ii) not less than two-thirds of the votes cast by the holders of Common Shares. 


Imasco, which directly and through IE, beneficially owns or exercises direction over more than 
91% of the outstanding Common Shares, has indicated that it will vote such shares in favour of the 
Special Resolution at the Special Meeting of the holders of Common Shares thereby assuring 
passage of the Special Resolution at the Special Meeting of holders of Common Shares whether or 
not any Common Shares which are not owned by Imasco or its subsidiaries are voted in favour of its 
passage. 


CANADIAN FEDERAL INCOME TAX CONSEQUENCES FOR HOLDERS OF 
SERIES D SECOND PREFERRED SHARES 


The following is a summary of the principal consequences under the Income Tax Act (Canada) 
(the “‘Act’’) generally applicable to a holder of Series D Second Preferred Shares who holds such 
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shares as capital property. This summary is based upon and limited to the current provisions of the 
Act and the Regulations thereunder (the ‘‘Regulations’’), the Notices of Ways and Means Motions 
tabled in the House of Commons on December 4, 1985 and on February 26, 1986 (the ‘Minimum 
Tax Proposals’’) and the current administrative practices of Revenue Canada, Taxation. This 
summary does not take into account tax legislation of countries other than Canada or any relevant 
provincial tax legislation which may vary from the federal tax legislation or considerations. 


This summary is not intended to constitute legal or tax advice to any particular holder. Holders 
are advised to consult their own tax advisers as to the particular income tax consequences to them. 


Amendment of Terms and Conditions and Subsequent Redemption 


The tax consequences described below are materially different from and in many cases less 
favourable to a particular holder than those that would apply if the holder converted his shares into 
Common Shares of Genstar and tendered such shares to IE under the Offer. The principal 
consequences under the Act arising in the latter case are summarized under the heading ‘“‘Conver- 
sion and Sale’. 


Holders Resident in Canada 
(i) Amendment of Terms and Conditions 


Under Revenue Canada’s current administrative position it is probable that the amendment of 
the terms and conditions of a Series D Second Preferred Share would result in a disposition of such 
share by the holder. It is not clear whether Revenue Canada’s administrative position is correct in 
law. In any event, even if a disposition is considered to result, the holder’s proceeds of disposition 
would be deemed to be equal to the adjusted cost base to him of the Series D Second Preferred 
Share. As a result, no gain or loss will be realized by a holder of a Series D Second Preferred Share 
on the amendment of the terms and conditions thereof. 


(ii) Deemed Dividend on Redemption 


On the redemption of a Series D Second Preferred Share, the holder will be deemed to have 
received a dividend equal to an amount by which the amount paid on the redemption exceeds the 
paid-up capital of the share of $25.00. 


In the case of a holder who is an individual, the dividend will be included in computing his or her 
income and the gross up and dividend tax credit rules normally applicable to taxable dividends paid 
by taxable Canadian corporations will apply. However, the grossed-up amount of such dividend will 
not be included in computing the individual’s entitlement to an annual deduction of up to $1,000 for 
qualifying Canadian investment income. 


In the case of a corporate holder, the deemed dividend will be included in computing its income 
and normally will be deductible in computing its taxable income. However, in the case of a holder 
who is a specified financial institution (as defined in the Act), such deemed dividend will only be 
deductible in computing its taxable income if either: 


(i) the specified financial institution did not acquire the Series D Second Preferred Share 
in the ordinary course of the business carried on by it; or 


(ii) the specified financial institution, either alone or together with persons with whom it 
does not deal at arm’s length, does not receive (or is not deemed to receive as a beneficiary of 
a trust), in the aggregate, dividends in respect of more than 10% of the Series D Second 
Preferred Shares then issued and outstanding. 


A holder which is a ‘‘private corporation’ (as defined in the Act) or any other corporation 
controlled directly or indirectly by or for the benefit of an individual or a related group of individuals 
may be liable to pay a 25% refundable tax under Part IV of the Act on the deemed dividend. 
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It is possible that the dividend otherwise deemed to have been received by a corporate holder 
may be considered to be proceeds of disposition rather than a dividend if the dividend is deductible 
in computing the holder’s taxable income. This will not be the case, however, if the deemed dividend 
is subject to the refundable tax under Part IV of the Act and such tax is not refunded as a 
consequence of the payment of a dividend to a corporation as part of a series of transactions or 
events that includes the redemption of the Series D Second Preferred Share. Corporate holders 
which are not so subject to Part IV tax on the deemed dividend should consult their own tax advisers 
in this regard. 


(iii) Capital Gain or Loss on Redemption 


On a redemption of a Series D Second Preferred Share, the holder will be considered to have 
disposed of the share for proceeds of disposition equal to the amount paid to him on the redemption 
less any portion of such payment which is deemed to be a dividend as described above. 
Consequently the holder will realize a capital gain (or a capital loss) upon such redemption equal to 
the amount by which his proceeds of disposition exceed (or are exceeded by) the adjusted cost 
base of the share to the holder. One-half of any such capital gain (a ‘‘taxable capital gain’’) will be 
included in computing the holder's income. 


One-half of any capital loss realized by a holder may normally be deducted by the holder for the 
year of disposition or for the three preceding or any future years to the extent of taxable capital 
gains realized in those years. In the case of a holder that is a corporation, the amount of any capital 
loss otherwise determined may be reduced by the amount of dividends received on the share to the 
extent and under the circumstances prescribed in the Act. Analogous rules apply where the 
corporation is a member of a partnership or a beneficiary of a trust that owns Series D Second 
Preferred Shares. 


Holders Not Resident in Canada 
(i) Amendment of Terms and Conditions 


Under Revenue Canada’s current administrative position, it is probable that the amendment of 
the terms and conditions of a Series D Second Preferred Share would result in a disposition of such 
share by the holder. It is not clear whether Revenue Canada’s administrative position is correct in 
law. In any event, even if a disposition is considered to result, the holder's proceeds of disposition 
would be deemed to be equal to the adjusted cost base to him of the Series D Second Preferred 
Share. As a result, no gain or loss will be realized by a holder not resident in Canada on the change 
in the terms and conditions of the Series D Second Preferred Shares. 


(ii) Deemed Dividend on Redemption 


On a redemption of a Series D Second Preferred Share, the holder will be deemed to have 
received a dividend equal to the amount by which the amount paid on the redemption of the share to 
him exceeds the paid-up capital of the share of $25.00. Such deemed dividend will be subject to 
withholding tax under Part XIll of the Act. The basic rate of withholding tax is 25% which may be 
reduced under the terms of an applicable tax treaty, if any. 


(ili) Capital Gain or Loss on Redemption 


On a redemption of a Series D Second Preferred Share, the holder will be considered to have 
disposed of the above for proceeds of disposition equal to the paid-up capital of the share of 
$25.00. As such, the holder may realize a capital gain or a capital loss. The holder will not be subject 
to tax under the Act in respect of any such capital gain unless his Series D Second Preferred Shares 
are “taxable Canadian property” (as defined in the Act). The definition of taxable Canadian 
property would include any Series D Second Preferred Shares held by a holder if at any time during 
the five-year period immediately preceding the redemption not less than 25% of the issued shares of 
any Class or series of any class of shares of Genstar belonged to the holder, to persons with whom 
the holder did not deal at arm’s length or to any combination thereof. This definition would also 
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include any Series D Second Preferred Shares held by a holder if the holder has used the shares in 
carrying on a business in Canada or if the holder is a non-resident insurer and the shares are used 
or held by it in the course of carrying on an insurance business in Canada. 


Even if the Series D Second Preferred Share is taxable Canadian property to a particular holder, 
an exemption from tax under the Act may be available under the terms of an applicable tax treaty, if 
any. 


Conversion and Sale 
Holders Resident in Canada 


The conversion of Series D Second Preferred Shares into Common Shares will be deemed not 
to be a disposition of property by the holder thereof and accordingly will not give rise to any taxable 
capital gain or allowable capital loss. The cost to a holder of Common Shares received on the 
conversion will be deemed to be his adjusted cost base immediately before the conversion of the 
Series D Second Preferred Shares converted into Common Shares. The adjusted cost base of such 
Common Shares to a holder immediately after such conversion will be determined by averaging the 
cost of the Common Shares received on the conversion with the adjusted cost base of all Common 
Shares acquired after 1971 and held at that time by him. Under the present assessing practice of 
Revenue Canada, Taxation, a holder of Series D Second Preferred Shares who upon conversion 
receives cash not in excess of $200 in lieu of a fraction of a share may either include the gain or loss 
on the disposition of a fraction of a share in computing his income for the year of conversion, or 
alternatively, reduce the adjusted cost base of the Common Shares received on the conversion by 
the amount of cash received. 


A holder resident in Canada who accepts the Offer in respect of any Common Shares will 
realize a capital gain (or a capital loss) upon the sale of each such Common Share (including a 
Common Share received upon conversion of Series D Second Preferred Shares) equal to the 
amount by which the purchase price under the Offer exceeds (or is exceeded by) the aggregate of 
the adjusted cost base to the holder of such Common Share and any costs of disposition. One-half 
of any such capital gain (a ‘“‘taxable capital gain’) will be included in computing the holder’s 
income. In the case of a holder who is an individual, other than a trust, any taxable capital gain so 
realized may be eligible, within certain limits and subject to certain restrictions, for the lifetime capital 
gains exemption in computing taxable income. Under the phase-in rules, the cumulative lifetime limit 
for 1986 is $25,000, where applicable. As a result of the Minimum Tax Proposals, any capital gains 
realized by an individual, whether or not eligible for the capital gain exemption, may be subject to the 
proposed alternative minimum federal tax. 


One-half of any capital loss realized by a holder may normally be deducted by the holder for 
purposes of the Act for the year of disposition or for the three preceding or any future years, in 
accordance with the provisions of the Act, to the extent of taxable capital gains. In the case of a 
holder that is a corporation, the amount of any capital loss otherwise determined may be reduced by 
the amount of dividends received to the extent and under the circumstances prescribed in the Act; 
analogous rules apply where the corporation is a member of a partnership or a beneficiary of a trust 
that owns Common Shares. 


Holders Not Resident in Canada 


The conversion of Series D Second Preferred Shares into Common Shares will be deemed not 
to be a disposition of property by the holder thereof. The cost and adjusted cost basis of such 
Common Shares will be determined in the same manner as described above for holders resident in 
Canada. A holder not resident in Canada who accepts the Offer will not be subject to tax under the 
Act unless the holder’s Common Shares are ‘‘taxable Canadian property’ (as defined in the Act). 
The definition of taxable Canadian property would include any Shares held by a holder if at any time 
during the five-year period immediately preceding the acceptance of the Offer, not less than 25% of 


6 


the issued shares of any class or series of any class of shares of Genstar belonged to the holder, to 
persons with whom the holder did not deal at arms’ length or to any combination thereof. This 
definition would also include any Common Shares held by a holder if the holder has used the 
Common Shares in carrying on a business in Canada or if the holder is a non-resident insurer and 
the Common Shares are used or held by it in the course of carrying on an insurance business in 
Canada. 


Even if the Common Shares are taxable Canadian property to a particular holder, an exemption 
from tax under the Act may be available under the terms of an applicable tax treaty, if any. 


THE FEDERAL INCOME TAX CONSEQUENCES SET FORTH ABOVE ARE FOR GENERAL 
INFORMATION ONLY. EACH HOLDER OF SHARES IS URGED TO CONSULT HIS OWN TAX 
ADVISOR TO DETERMINE THE PARTICULAR TAX EFFECTS TO HIM, HER OR IT, INCLUDING THE 
APPLICATION AND EFFECT OF FEDERAL, PROVINCIAL, STATE, LOCAL AND OTHER TAX 
LAWS. 


VOTING SHARES AND PRINCIPAL HOLDERS THEREOF 


As of June 6, 1986, the issued and outstanding Common Shares and Series D Second 
Preferred Shares of Genstar, each entitled to one vote per share, were as follows: 


Number 
Class and Series Outstanding 
Second Preferred Shares 
Series D Floating Rate Cumulative Convertible Redeemable ......... 49,615 
Common Shares (including 3,033,729 shares represented by bearer share 
WAITANTS). . seicd-esayecegtabctce eae seteine > son - ~ SemPMMnMM eee <0). Gey« care a area 44,229,866 


On May 28, 1986, Genstar’s Board of Directors called for the redemption of Genstar’s Series A 
$1.10 Cumulative Convertible Redeemable Preferred Shares (the “Series A Shares’’), Series B 
$1.20 Non-Cumulative Convertible Redeemable Preferred Shares (the ‘Series B Shares’), Series 
D $1.50 Cumulative Convertible Redeemable Preferred Shares (the “‘Series D Shares’) and Series 
B (U.S.) $1.68 Cumulative Convertible Redeemable Second Preferred Shares (the ‘‘Series B 
Second Shares’’). The date set for the redemption of all of such shares is June 30, 1986. As of June 
1, 1986, there were outstanding 923 Series A Shares, 37,828 Series B Shares, 2,091 Series D 
Shares and 58,122 Series B Second Shares, all of which will have been redeemed prior to the July 4 
Special Meetings. 


Also outstanding are 1,000,000 Series A and 4,000,000 Series E Second Preferred Shares. The 
Series A Second Preferred Shares are entitled to one vote each upon the happening of certain 
events, none of which has occurred. In addition, upon the happening of certain events, none of 
which has occurred, the holders of the Series B, D and E Second Preferred Shares are entitled to 
elect as a class two directors of the Corporation. 


As of June 1, 1986, Genstar’s officers and directors beneficially owned less than 100 Common 
Shares constituting less than .00001% of the outstanding Common Shares. 


Information as to the ownership of shares represented by bearer share warrants is not available 
to the Corporation. To the knowledge of the Corporation, as of June 6, 1986, there was no 
shareholder owning beneficially more than 5% of the Common Shares or more than 5% of the Series 
D Second Preferred Shares of the Corporation, including those voting shares represented by bearer 
share warrants, except as follows: 


Number of Percentage 


Name and Address Title of Class Shares Owned of Class 
CDS & Co. Series D Sec- 19,029 38.3 
c/o The Canadian Depository ond Preferred 
For Securities Limited Shares 
Box 32 


Stock Exchange Tower 
Toronto, Ontario M5X 1A9 


Levesque Beaubien Inc. Series D Sec- 7,300 14.7 
360 St. James St. West ond Preferred 
Montreal, Quebec H2Y 1P7 Shares 

Societe de Fiducie du Credit Foncier Series D Sec- 10,000 20.1 
A/S de Service de Gestion de Fonds ond Preferred 
612 rue Saint Jacques Shares 


Montreal, Quebec H3C 1E1 


Imasco Enterprises Inc. Common Shares(1) 40,646,710(2) 91.9 


4 Westmount Square 
Montreal, Quebec H3Z 2S8 


(1) On March 24, 1986, IE commenced an Offer to purchase for cash all of the outstanding 


Common Shares of Genstar for a purchase price of $54 net per share. IE and Imasco are 
sometimes collectively referred to hereinafter as “Imasco’’. On April 2, 1986, Imasco and 
Genstar entered into an agreement (the ‘‘Imasco Agreement’) pursuant to which (a) Imasco 
agreed to increase the amount of the purchase price under the Offer to $58 per share payable 
either in cash or in cash and securities; (b) Genstar’s Board of Directors agreed to recommend 
the Offer; (c) Genstar and Imasco entered into an employee relations agreement; and (d) 
Genstar agreed, during the term of the Offer, not to sell or dispose of any material assets, incur 
any indebtedness, amalgamate, merge or consolidate with another entity, or issue any capital 
stock, options and the like, and to continue to operate its business and assets in the ordinary 
course and in substantially the same manner as theretofore conducted. Imasco subsequently 
issued a Notice of Change to the Offer stating that IE would pay $58 in cash for each of the 
Common Shares deposited and taken-up under the Offer. The Offer was scheduled to expire at 
12:00 Midnight, Vancouver time, on Friday, April 25, 1986, unless extended. On April 25, 1986, 
Imasco announced that the Offer was extended until 12:00 Midnight, Vancouver time, on Friday, 
May 30, 1986. On May 30, 1986, Imasco announced that the Offer was extended until 12:00 
Midnight, Vancouver time, on Thursday, July 3, 1986. Withdrawal rights under the Offer have 
expired. 


(2) Includes Common Shares that Imasco has the right to acquire pursuant to separate option 


agreements, dated as of March 21, 1986 (the ‘Option Agreements’), with Societe Generale de 
Belgique S.A. (‘‘SGB’’) and four affiliated companies (the “Option Shareholders”). Pursuant 
to the Option Agreements, the Option Shareholders have granted Imasco irrevocable options 
(the ‘‘Options’’) to purchase a total of 6,755,084 Common Shares (5,515,363 from SGB) at 


$58 per share. 


The Options may be exercised, in whole, at any time during the 45 day period beginning 
November 15, 1986, provided that all such Options are exercised on such date of exercise. The 
Options terminate with respect to Common Shares deposited by the Option Shareholders under 
the Offer and purchased by IE thereunder. In addition, the Option Shareholders have agreed not 
to, prior to the closing of the Option Agreements, (a) sell or agree to sell the Common Shares 
(other than to other Option Shareholders); (b) deposit the Common Shares into a voting trust 
or enter into a voting agreement or arrangement with respect to the Common Shares; or (c) 
solicit or encourage any party, other than Imasco, to acquire Genstar or Common Shares. 
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Imasco has advised Genstar that the number of Common Shares registered in its name on the 
transfer records of Genstar does not include Common Shares represented by bearer share 
warrants acquired under the Offer. 


RIGHT OF DISSENT OF HOLDERS OF SERIES D SECOND PREFERRED SHARES 


Pursuant to Section 184 of the Canada Business Corporations Act (the ‘“‘CBCA’’), a holder of 
Series D Second Preferred Shares (but not a holder of Common Shares) is entitled, as explained in 
more detail below, to send to Genstar a written objection (‘‘Notice of Dissent’) to the Special 
Resolution set forth in Schedule ‘‘A’’. 


In addition to any other rights which such shareholder may have, upon the issuance of the 
Certificate of Amendment giving effect to the Special Resolution, a holder of Series D Second 
Preferred Shares who complies with the dissent procedures set forth in Section 184 is entitled to be 
paid by Genstar the fair value of such Series D Second Preferred Shares. 


A shareholder may only claim under Section 184 with respect to all Series D Second Preferred 
Shares held by such shareholder on behalf of any one beneficial owner and which are registered in 
the name of the shareholder. A shareholder who wishes to invoke the provisions of Section 184 
must send a Notice of Dissent to Genstar at or before the time fixed for the Special Meeting of the 
holders of Series D Second Preferred Shares. The filing of such Notice of Dissent does not deprive 
such shareholder of the right to vote on the Special Resolution. A vote against the Special 
Resolution does not by itself constitute a Notice of Dissent. Abstaining from voting or withholding a 
vote will not deprive a shareholder who has properly filed a Notice of Dissent of further rights 
pursuant to Section 184. A vote in favour of the Special Resolution will deprive a shareholder of 
further rights pursuant to Section 184. A summary of the procedure to be followed by a shareholder 
who wishes to exercise his, her or its right of dissent is set forth in Schedule “‘B”’. It is recommended 
that shareholders who wish to pursue rights of dissent consult their own legal advisors with respect 
to the relevant statutory provisions. 


FINANCIAL INFORMATION 


Financial statements of Genstar, the Management's discussion and analysis of the results of 
operations and the report of its independent accountants thereon together with supplementary 
financial information of Genstar are included in Genstar’s 1985 Annual Report and are incorporated 
herein by reference thereto. Genstar will make available a copy of the Annual Report to any 
shareholder who so requests at no cost to the shareholder. 


OTHER INFORMATION 
Stock Purchase and Other Plans with Financial Assistance Provisions 


The Revised 1969 Stock Purchase Plan 


Under the 1969 Stock Purchase Plan as revised (the ‘“‘Revised 1969 Plan’’), the Board of 
Directors or a committee thereof is authorized to issue up to 1,500,000 Common Shares to officers 
and employees of the Corporation and its subsidiaries. The price per share at which shares may be 
purchased is set at the time of grant, but in no event is less than 90% of the mean of the high and 
low selling prices of the Common Shares on The Toronto Stock Exchange on the last business day 
preceding the date of the resolution of the Directors authorizing the grant. 


The Revised 1969 Plan provides that Genstar or any of its wholly-owned subsidiaries may lend 
to participants up to 99% of the purchase price at an interest rate of 5% per annum or any other rate 
authorized by the Board of Directors. The Revised 1969 Plan authorized the Directors to establish 
the terms for such loans, which must require the repayment of principal beginning not less than 30 
months after the purchase date and the payment of installments aggregating not less than 17% of 
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the loan amount within nine years of the purchase date, with the balance due no later than on the 
10th anniversary of the purchase date. See ‘Indebtedness of Management.” 


Under the Revised 1969 Plan, Common Shares which are subscribed for by a participant are to 
be held by the trustee under the 1969 Plan (the ‘‘Trustee’”) as collateral security for the 
participant’s repayment of the principal and interest on the loan used to purchase the shares but 
can only be voted upon written instructions from the participant. In the event that a participant 
defaults in payment of any installment on any loan made pursuant to the Revised 1969 Plan or 
ceases to be an employee of Genstar, or becomes bankrupt, or upon the occurrence of certain 
other events, then the entire balance of the loan made to such participant becomes immediately due 
and payable, and the Trustee shall, upon Genstar’s instructions, sell the Common Shares held for 
the benefit of the participant and apply the proceeds thereof to the participant’s liabilities. If there is 
a deficiency, the Directors have the discretion to determine that the deficiency no longer constitutes 
a debt to the Corporation. The Trustee is The Canada Trust Company, a Genstar subsidiary, and 
may be replaced by the Directors. 


While the benefits conferred by the 1969 Plan are substantially similar to those of the Revised 
1969 Plan, the 1969 Plan was structured somewhat differently. Under the 1969 Plan, the trustees, 
who presently are the members of Genstar’s Executive Remuneration Committee, acquired Com- 
mon Shares of Genstar (with funds provided by Genstar) for subsequent purchase by participants 
at the same price paid by the trustees. As with the Revised 1969 Plan, loans to participants of up to 
99% of the purchase price could be made, with the balance payable upon such terms and conditions 
as the trustees determined. All presently outstanding loans provide for payment of the balance 
within ten years, with interest at the rate of 5% per annum payable on the unpaid balance. 


From January 1, 1985 to June 1, 1986, two officers of the Corporation purchased 2,100 
Common Shares and 39 other employees of Genstar or its subsidiaries purchased 28,000 Common 
Shares under the Revised 1969 Plan at a price per share of $30.30, and the Corporation made loans 
pursuant to the Revised 1969 Plan totalling $902,909 to such officers and employees of the 
Corporation or its subsidiaries in connection with the purchase of such 30,100 shares under the 
Revised 1969 Plan. Pursuant to the Imasco Agreement, Genstar has agreed not to issue any 
additional shares under the Revised 1969 Plan. 


The 1979 Stock Purchase Plan 


Under the 1979 Stock Purchase Plan, the Board of Directors is authorized to designate one or 
more series of the Second Preferred Shares available under the 1979 Plan for sale to officers and 
key employees of Genstar and its subsidiaries for the purpose of providing recognition and incentive 
to these employees. Not more than 2,000,000 Second Preferred Shares (convertible into not more 
than 2,000,000 Common Shares) may be awarded under the 1979 Plan. The terms of the Second 
Preferred Shares are established by the Board of Directors. However, all shares are entitled to one 
vote, non-cumulative dividends, priority over Common Shares on liquidation and each share may be 
converted at any time for a period of ten years into Common Shares. No award may be granted 
under the 1979 Plan after May 1, 1989. The price per share at which an award may be granted is 
established at the time of grant but may not be less than 25% (assuming an initial formulated 
conversion rate of approximately one-quarter of a Common Share for each such Second Preferred 
Share) of the average per share selling price for board lots of Common Shares on the New York 
Stock Exchange on the business day preceding the date of the resolution of the Directors 
authorizing the grant. Within certain limits, based on prevailing market prices for Genstar’s Common 
Shares, the Board may establish the conversion formula by designating particular series of shares 
to be issued under the 1979 Plan. With respect to all outstanding shares issued under the 1979 Plan, 
the maximum possible conversion ratio is one Second Preferred Share to two Common Shares. 


Such shares are not transferable except upon death. 


Under the 1979 Plan, Genstar or any of its subsidiaries may lend to participants up to 99% of the 
purchase price of the Second Preferred Shares at an interest rate set by the Board of Directors or 
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pursuant to authority granted by the Board. Such loans are payable in annual installments, 
beginning two years after the purchase date, with installments aggregating 17% of the loan amount 
due nine years following the purchase date, and the balance due on the 10th anniversary of the 
purchase date. See ‘‘Indebtedness of Management.” 


Pursuant to amendments to the 1979 Plan adopted by the Board of Directors on September 22, 
1982, all participants in the 1979 Plan are required to enter into agreements with Genstar 
subordinating, to the right of the holders of Genstar’s Preferred Shares and other Second Preferred 
Shares, the participants’ rights to receive in respect of the Second Preferred Shares issued under 
the 1979 Plan any payment or any property or assets in the event of liquidation, dissolution or 
winding-up of Genstar or other distribution of assets of Genstar among shareholders for the 
purpose of winding up its affairs. 


During the period from January 1, 1985 to March 1, 1986, all officers and directors as a group 
purchased 80,150 SP-85 Shares under the 1979 Plan. Each SP-85 Share was convertible, on the 
date of issuance, into approximately one-half of a Common Share, and was issued at (U.S.) $11.08 
per share. From January 1, 1985 to June 71, 1986, the Corporation made loans pursuant to the 1979 
Plan totalling (U.S.) $879,181.38 to 18 officers, directors or employees of the Corporation or its 
subsidiaries in connection with the purchase of an aggregate of 80,150 SP-85 Shares under the 
1979 Plan at an interest rate of 10% calculated semi-annually. Pursuant to the Imasco Agreement, 
Genstar has agreed not to issue any additional shares under the 1979 Plan. 


Salaried Employee’s Thrift Plan 


Effective April 1, 1983, the Genstar Company Salaried Employee's Thrift Plan (the ‘Thrift 
Plan’) was introduced for use by employees of the Corporation’s U.S. subsidiaries. The Thrift Plan 
permits an employee to contribute from 3% to 10% of his or her regular earnings to an investment 
account, with the employer making a contribution of 25% of the employee’s contribution, provided 
that the maximum employer contribution cannot exceed 1.5% of the employee's earnings. The 
combined contributions are invested in either a short term investment fund, a diversified equity fund, 
a Genstar Common Share fund or a combination of such funds, as chosen by the employee. 


The employee’s contribution is deducted from his or her taxable income and, until withdrawal, 
the earnings of the employer's and employee’s combined contributions accumulate tax free, 
pursuant to Section 401(k) of the U.S. Internal Revenue Code. Except for hardship withdrawals 
and termination of the plan, payments may be made only upon the employee’s retirement, death or 
termination of employment. Upon distribution of an employee’s entire account, the distributed 
amount is generally taxable as ordinary income, but may be subject to the moderating effect of a 10- 
year forward averaging rule. 


During the period from January 1, 1985 to June 1, 1986, the Corporation contributed (U.S.) 
$22,557 for the accounts of all officers and directors as a group under the Thrift Plan. The Trustee 
under the Thrift Plan has tendered all Common Shares held by the Thrift Plan into the Offer. 


DIRECTORS’ AND OFFICERS’ LIABILITY INSURANCE 


Genstar provides liability insurance for its directors and officers in those capacities as well as 
for the directors and officers of many of its subsidiaries. The premium for the year 1985 was 
$97,550, which premium cannot be readily allocated as between the officers and directors of 
Genstar and its subsidiaries. Such premium was paid by Genstar. The policy will pay 100% of the 
excess over $1,000 (per director or officer, subject to a maximum deductible of $1,000 per loss) for 
each loss to a maximum annual limit of $100 million. Under the policy Genstar is insured against any 
loss arising out of any liability to indemnify a director or an officer. Individual directors and officers 
are insured against any loss arising out of any wrongful act, excluding criminal acts and those acts 
which result in personal profit. One of Genstar’s major insurance carriers has notified Genstar that 
the directors and officers’ insurance coverage provided by it will expire during July of 1986. Genstar 
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anticipates that its other subscribing insurers will serve Genstar with similar notices. Under the 
terms of the Imasco Agreement, Imasco is required to maintain liability insurance for Genstar’s 
officers and directors on a basis comparable to existing policies for a period of three years subject 
to certain limitations. 


INDEBTEDNESS OF MANAGEMENT 


Genstar has made housing assistance loans to those officers who have relocated to the 
Corporation's executive office in San Francisco, California. These loans, secured by mortgages or 
promissory notes, are repayable with interest at 6% per annum over a period of ten years. Loans 
also were made to officers in connection with the relocation of the Corporation’s Registered Office 
to Vancouver, British Columbia, and in connection with the exercise of rights under the 1969 Stock 
Purchase Plan, 1979 Stock Purchase Plan and the Management Stock Purchase Plan, some at no 
interest and others at interest from 5% to 10% per annum, depending on the plan and the time at 
which stock purchases were made by an officer. With respect to such housing assistance loans and 
indebtedness incurred in relation to such stock plans, the largest aggregate amount of indebtedness 
outstanding from January 1, 1985 to June 1, 1986 of the officers of the Corporation, namely Messrs. 
Angus A. MacNaughton, Ross J. Turner, J. Leonard Holman, George F. Michals, John A. West, 
Walter S. Bannister, J. Ernest Hartz, Jr., Paul J. Kehoe, Richard D. Paterson, John H. Chase. Arthur 
W. Falk, Robert D. MacLean, C.J. Byrne McNamara, Lorimer E. Whitworth, Paul T. Coté, Bryan W. 
Bennett, Rodrick K. MacKinnon, Hugh W. McAdams, Henri P. Lafleur and Robert A. McCully was 
$1,897,397, $1,897,397, $404,829, $387,203, $351,119, $312,691, $80,815, $319,823, $207,753, 
$40,016, $122,639, $55,529, $26,865, $67,106, $23,552, $5,435, $29,977, $184,717, $58,125 and 
$1,923, respectively, and the amount of indebtedness outstanding as of June 1, 1986 was $178,125, 
$178,125, $92,500, $84,375, $165,750, $78,750, $ nil, $170,000, $ nil, $ nil, $ nil, $ nil, $ nil, $ nil, $ nil, 
$ nil, $ nil, $68,089, $56,464, and $ nil, respectively (all U.S. dollars). 


CERTAIN TRANSACTIONS 


Mr. Volk, a director of Genstar, is a member of Shearman & Sterling, a law firm which Genstar 
has retained since 1969. 


The Hon. P. Lougheed, a director of Genstar, is a member of Bennett Jones, a law firm which 
Genstar has retained from time to time. 


Mr. H. Purdy Crawford, a director of Genstar, was, until 1985, a partner of Osler, Hoskin & 
Harcourt, a law firm which is retained by Imasco, Genstar’s principal shareholder. Osler, Hoskin & 
Harcourt also from time to time have provided legal services to Genstar. Mr. Brian M. Levitt, a 
director of Genstar, is currently a partner of the same firm. 


Genstar’s senior executive officers have submitted a proposal for the purchase of certain 
businesses of the Corporation other than Canada Trustco Mortgage Company. The Board of 
Directors of Genstar has approved the payment by Genstar of reasonable costs to be incurred in 
connection therewith. These arrangements will not prevent consideration of other options relating to 


these businesses. 


OTHER MATTERS 


As of the date of mailing of this Proxy Statement to shareholders, the Board of Directors and 
management of Genstar know of no amendment or variation of the matters referred to in the Notices 
of Special Meeting. However, if any such amendment or variation or other business should be 
brought properly before one of the meetings, the relevant accompanying form of proxy confers 
discretionary authority upon the persons named therein to vote upon any such amendment or 
variation of the matters referred to in the Notices of Special Meeting or on such other business in 
accordance with their discretion. 
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The contents of this Proxy Statement and the sending thereof have been approved by the 
directors of Genstar. 


Dated at Vancouver, British Columbia, Canada as of June 12, 1986. 


Rodrick K. MacKinnon 
Secretary 
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SCHEDULE “A” 
TEXT OF SPECIAL RESOLUTION AMENDING THE ARTICLES OF GENSTAR CORPORATION 
BE IT RESOLVED as a Special Resolution that: 


A. The Articles of Genstar Corporation (‘‘Genstar’) are hereby amended to change the 
rights, privileges, restrictions and conditions attaching to the Series D Second Preferred Shares 
(the “Series D Provisions’’) as follows: 


1. Section 2.10.6 of the Series D Provisions is deleted and the following substituted 
therefor: 


“2.10.6. Redemption. 


2.10.6.1. Subject to paragraph 2.10.12 of these provisions, the Corporation shall, 
at the close of business in Vancouver on July 31, 1986, redeem all the then outstanding 
Series D Second Preferred Shares on payment of $44.61538 for each share to be 
redeemed, together in each case with all accrued and unpaid dividends thereon (which 
for such purpose shall be calculated as if such dividends, to the extent then unpaid, 
were accruing for the period from the last Dividend Payment Date on which dividends 
were paid in full, up to but not including the date of such redemption).”’ 


2. Section 2.10.7 of the Series D Provisions is deleted and the following substituted 
therefor: 


“2.10.7. Redemption Procedure. 


2.10.7.1. Each Series D Second Preferred Share shall be automatically re- 
deemed by the Corporation at the close of business in Vancouver on July 31, 1986, 
without the requirement for giving notice to the holders of Series D Second Preferred 
Shares to be so redeemed; on, and after, the date so specified for redemption, the 
Corporation shall pay or cause to be paid to or to the order of the holders of the Series 
D Second Preferred Shares to be redeemed the redemption price on presentation and 
surrender at the registered office of the Corporation or the offices of the transfer agent 
of certificates representing Series D Second Preferred Shares; such payment shall be 
made by cheque payable at par at any branch of the Corporation’s bankers in Canada; 
and from and after the close of business in Vancouver on July 31, 1986, the Series D 
Second Preferred Shares shall cease to be entitled to dividends and the holders 
thereof shall not be entitled to exercise any of the rights of shareholders in respect 
thereof unless payment of the redemption price shall not be made upon presentation 
and surrender of certificates in accordance with the foregoing provisions, in which 
case the rights of the holders shall remain unaffected.”’ 


3. Paragraph 2.10.10.4 of the Series D Provisions is deleted. The balance of Section 
2.10.10 of the Series D Provisions is deleted effective immediately prior to the close of business 
in Vancouver on July 31, 1986. 


B. The Corporation is hereby authorized to apply for a Certificate of Amendment under the 
Canada Business Corporations Act amending its Articles as set forth above and any director or any 
officer of the Corporation is hereby authorized to sign and deliver for and on behalf of the 
Corporation all such notices, documents and instruments, including Articles of Amendment, and to 
do such other acts and things as may be considered necessary or desirable to give effect to the 
foregoing. 


C. Notwithstanding the foregoing, the Board of Directors of the Corporation may, without 
further approval of the shareholders of the Corporation, revoke this Special Resolution at any time 
before the Certificate of Amendment in respect of this Special Resolution becomes effective. 
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SCHEDULE ‘“‘B” 


RIGHT OF DISSENT OF HOLDERS OF 
SERIES D SECOND PREFERRED SHARES 


A Shareholder who has sent a written objection to Genstar (‘‘Notice of Dissent’) no later than 
the termination of the Special Meeting of holders of Series D Second Preferred Shares and who has 
not voted for the Special Resolution, may exercise the statutory right of dissent, by conforming to 
the procedures set forth in Section 184 of the CBCA. The provisions of Section 184 are summarized 
below. 


Within ten (10) days following the adoption of the Special Resolution by shareholders, Genstar 
is required to notify in writing each shareholder (a “Dissenting Shareholder’) who has duly filed a 
Notice of Dissent and has neither voted for the Special Resolution nor withdrawn his, her or its 
objection that the Special Resolution has been adopted. A Dissenting Shareholder must, within 
twenty (20) days after receiving notice of adoption of the Special Resolution, or, if he, she or it does 
not receive such notice, within twenty (20) days after such shareholder learns that the Special 
Resolution has been adopted, send to Genstar a written notice (the ‘Demand for Payment’) 
containing the Dissenting Shareholders’ name and address, the number of Series D Second 
Preferred Shares of Genstar in respect of which the shareholder dissents (the ‘Dissenting 
Shares’’) and a demand for payment of the fair value of such Dissenting Shares. Within thirty (30) 
days of the sending of the Demand for Payment, the Dissenting Shareholder must send the 
certificates representing the Dissenting Shares to Genstar or to Genstar’s tranfer agent, The 
Canada Trust Company. Genstar or the transfer agent will endorse on the share certificates 
representing the Dissenting Shares a notice that the holder thereof is a Dissenting Shareholder and 
will forthwith return such share certificates to the Dissenting Shareholder. If the Dissenting 
Shareholder fails to send such certificates, such shareholder forfeits the right to make a claim under 
Section 184. 


On sending a Demand for Payment to Genstar, a Dissenting Shareholder ceases to have any 
rights as a holder of Series D Second Preferred Shares of Genstar except the right to be paid the 
fair value of the Dissenting Shares, unless: 


(i) the Dissenting Shareholder withdraws the Demand for Payment before Genstar makes 
a written offer to pay (the ‘‘Offer to Pay’), 


(ii) Genstar fails to send a timely Offer to Pay to the Dissenting Shareholder and the 
Dissenting Shareholder withdraws the Demand for Payment, or 


(iii) the directors of Genstar revoke the Special Resolution, in which case the Dissenting 
Shareholder’s rights as a holder of Series D Second Preferred Shares of Genstar are reinstated 
as of the date of transmission of the Demand for Payment. 


Not later than seven (7) days following the later of the date (the ‘Effective Date’’) of the 
Certificate of Amendment giving effect to the Special Resolution or the date on which Genstar 
received a Demand for Payment, Genstar must send to each Dissenting Shareholder who has sent a 
Demand for Payment an Offer to Pay for the Dissenting Shares held by such shareholder an amount 
considered by the Board of Directors of Genstar to be fair value thereof accompanied by a 
statement showing the manner of determination of such fair value. Every Offer to Pay for Dissenting 
Shares must be on the same terms. The amount specified in an Offer to Pay accepted by a 
Dissenting Shareholder must be paid by Genstar within ten (10) days of the acceptance thereof but 
any Offer to Pay will lapse if Genstar does not receive an acceptance thereof within thirty (30) days 
after making such an Offer to Pay. 


If an Offer to Pay is not made by Genstar or if a Dissenting Shareholder fails to accept an Offer 
to Pay, Genstar may, within fifty (50) days after the Effective Date or within such further period as a 
court may allow, apply to a court to fix a fair value for the Dissenting Shares of any Dissenting 
Shareholder. If Genstar fails to so apply to a court, a Dissenting Shareholder may apply to a court 
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for the same purpose within a further period of twenty (20) days or within such period as a court 
may allow. Any such application shall be made to the Supreme Court of the Province of British 
Columbia, being the court which has jurisdiction in the place where the registered office of Genstar 
is located, or if the Dissenting Shareholder resides in another province of Canada in which Genstar 
carried on business, to the Supreme Court, Court of Queen’s Bench or Superior Court of such 
province, as the case may be. 


A Dissenting Shareholder is not required to give security for costs in any such application to a 
court and all Dissenting Shareholders whose Dissenting Shares have not been purchased by 
Genstar will be joined as parties and bound by the decision of the court. Genstar will be required to 
notify each affected Dissenting Shareholder of the date, place and consequences of an application 
and of the rights of a Dissenting Shareholder to appear and be heard in person or by counsel. Upon 
such an application to a court, the court may determine whether any person is a Dissenting 
Shareholder who should be joined as a party and the court will fix a fair value for the Dissenting 
Shares of all Dissenting Shareholders whose Dissenting Shares have not been purchased by 
Genstar. As well, a court may in its discretion allow a reasonable rate of interest on the amount paid 
to each Dissenting Shareholder from the Effective Date until the date of payment of the amount 
ordered by the court. The costs of any application to the court by Genstar or a Dissenting 
Shareholder will be in the discretion of the court. 


Dissenting Shareholders will not have any other right under the CBCA to have their Series D 
Second Preferred Shares appraised and to receive the fair value thereof. 


The above is only a summary of the dissenting shareholder provisions of the CBCA which are 
technical and complex. It is suggested that any holders of Series D Second Preferred Shares who 
wish to avail themselves of such right of dissent seek their own legal advice as failure to comply 
strictly with the statutory provisions may prejudice their right of dissent. It is also recommended that 
holders of Series D Second Preferred Shares consult with their tax advisors as to the income tax 
consequences of the exercise of the right to dissent. 
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aS ENS TA re Genstar Corporation 


Four Embarcadero Center 
San Francisco, CA 94111 
Telephone 415-986-7200 


eee 


March 29, 1985 


Dear Shareholder: 


Genstar Corporation’s Annual and Special Meeting of Shareholders will be held this year in Edmonton, 
Alberta, Canada, and you are most cordially invited to attend. The meeting will be held at the Four Seasons 
Hotel, 10235-101st Street, Edmonton, Alberta, commencing promptly at 10:30 a.m. on May 8, 1985. 


The matters to be acted upon at the Annual and Special Meeting are described in detail in the attached 
Notice of Meeting and proxy statement. We suggest that you read this document carefully. 


Matters to come before shareholders include the election of directors and proposals to confirm various 
changes to the Corporation’s By-laws and adopt certain amendments to the Corporation’s Articles. The Board 
of Directors of Genstar Corporation unanimously has approved these proposals and believes that their 
adoption would serve the best interest of all shareholders. We sincerely recommend that you vote for the 
proposals described in the Proxy Statement. 


In the event you cannot attend the meeting and vote in person, please mark, sign and return the enclosed 
proxy in the pre-paid envelope provided. This will ensure that your shares will be represented at the meeting. 
We urge that you do this promptly. 


Directors and members of our senior management group look forward to meeting shareholders at the 
Annual and Special Meeting. 


Yours sincerely, Yours sincerely, 
Ross J. Turner Angus A. MacNaughton 


Chairman and Chief Executive Officer President and Chief Executive Officer 


GENSTAR 


NOTICE OF ANNUAL AND SPECIAL MEETING OF SHAREHOLDERS 


NOTICE IS HEREBY GIVEN that an Annual and Special Meeting of Shareholders of GENSTAR 
CORPORATION (‘‘Genstar’’) will be held in the William Tomison Room, Four Seasons Hotel, 10235-101st 
Street, Edmonton, Alberta, Canada, on May 8, 1985 at the hour of 10:30 o’clock in the forenoon (Edmonton 
Time) for the purposes of: 


(a) receiving the report of the directors, the consolidated financial statements of Genstar and the report of 
the auditors for the year ended December 31, 1984; 


(b) electing directors; 


(c) considering and, if thought fit, confirming the amendments to Genstar’s By-laws adopted by the Board 
of Directors on July 19, 1984 and amended on March 6, 1985, which require (i) not less than 45 days’ 
notice to shareholders of a special meeting called at the request of holders of not less than five percent 
(5%) of the outstanding shares of Genstar entitled to vote at the meeting (‘‘Quorum Shares’’), and (ii) a 
quorum of not less than two-thirds of the votes represented by the Quorum Shares for any meeting of 
shareholders to take action with respect to certain specified business combinations and other significant 
matters not approved by a majority of specified members of the Board of Directors, the full text of such 
amendments being reproduced in Exhibit A to the accompanying Proxy Statement; 

(d) considering and, if thought fit, adopting a special resolution amending Genstar’s Articles to require 
that (i) specified business combinations and other significant matters be approved, in certain circum- 
stances, by not less than eighty percent (80%) of the votes represented by the outstanding shares of 
Genstar entitled to vote generally in the election of directors (‘‘Voting Shares’’), (ii) the amendment or 
repeal of the amendments to the Articles described in (i) above or any provisions of the Articles giving the 
Board of Directors the power to fix the number of shares in, and to determine the terms with respect to the 
shares of, each series of Genstar’s Preferred Shares and Second Preferred Shares, or the adoption of any 
plan or proposal for the continuation of Genstar under the laws of another jurisdiction, be approved by not 
less than eighty percent (80%) of the votes represented by the Voting Shares, unless two-thirds of the 
entire Board of Directors approved such amendment, repeal, plan or proposal and a majority of the Board 
acting on the matter were specified members of the Board of Directors, and (iii) amendments to the By- 
law amendments described in (c) above be confirmed by not less than two-thirds of the votes represented 
by the Voting Shares, unless two-thirds of the members of the entire Board of Directors approved the 
amendment and a majority of the members of the Board of Directors acting on the matter were specified 
members of the Board of Directors, the full text of such amendments being reproduced in Exhibit B to 
the accompanying Proxy Statement; 

(e) appointing auditors; and 

(f) transacting such other business, if any, as may properly be brought before the meeting. 


Registered shareholders (i) who are individuals may attend and vote at the meeting in person or by proxy 
and (ii) which are corporations may attend and vote at the meeting by proxy or by a duly authorized 
representative. Holders of bearer share warrants may attend and vote at the meeting in person upon 
presentation thereat of their bearer share warrants or voting certificates in respect thereof or by proxy pursuant 
to any such voting certificates. 

DATED at Vancouver, British Columbia, this 29th day of March, 1985. 


By Order of the Board of Directors 


Paul T. Coté 
Secretary 


Shareholders who are unable to attend the meeting in person are invited to complete and sign the 
accompanying form of proxy, to be returned at their earliest convenience to Genstar, care of 
Canada Permanent Trust Company, Corporate Services Department, Box 10152 Pacific Centre 
North, 701 West Georgia Street, Vancouver, British Columbia, Canada V7Y 1E5, in the envelope 
provided for that purpose. 


The Notice of Meeting, accompanied by the form of proxy, Proxy Statement and the Annual Report of 
Genstar for the year 1984, will be forwarded on or about March 29, 1985 to Genstar’s registered shareholders 
of record at the close of business on March 22, 1985 (the ‘‘Record Date’). Each holder of voting shares is 
entitled to one vote at the meeting for each voting share registered in his or her name as at the close of 
business on the Record Date except that a transferee of voting shares acquired after the Record Date shall be 
entitled to vote at the meeting if he or she produces properly endorsed certificates for such shares, or 
otherwise establishes that he or she owns such shares, and has demanded not later than 10 days before the 
meeting that his or her name be included in the list of shareholders entitled to vote at the meeting, such list 
having been prepared as of the Record Date. In addition, holders of bearer share warrants who produce their 
share warrants at the meeting, or who shall have deposited the same and obtained a voting certificate in 
respect thereof in accordance with the conditions attaching to such bearer share warrants, shall be entitled to 
one vote at the meeting for each voting share represented by such bearer share warrants. Additional copies of 
this Notice of Meeting and of all the other material mentioned may be obtained at the Registered Office of 
Genstar at 1177 West Hastings Street, Suite 2600, Vancouver, B.C., Canada V6E 3Y3, at Genstar’s Executive 
Office at Four Embarcadero Center, Suite 3800, San Francisco, California 94111, or at any of the offices of the 
depositaries listed below. 


On peut se procurer la version francaise de cet avis d’assemblée, du formulaire de procuration, de la 
circulaire de procuration et du rapport annue!l de Genstar portant sur Il’exercice 1984 en s’adressant au 
Secretaire, Corporation Genstar, 1177 West Hastings Street, Suite 2600, Vancouver, Colombie- 
Britannique, Canada V6E 3Y3. 


INFORMATION FOR HOLDERS OF OUTSTANDING SHARES REPRESENTED BY BEARER SHARE 
WARRANTS 


The directors of Genstar have appointed the following depositaries for the purpose of receiving, not later 
than 48 hours prior to the meeting, deposits of bearer share warrants and of issuing to any depositor a receipt 
therefor and a voting certificate entitling such depositor to attend and vote at the meeting in person or by proxy, 
namely: 


CANADA PERMANENT TRUST COMPANY Corporate Services Department 
Box 10152, Pacific Centre North 
701 West Georgia Street 
Vancouver, Canada V7Y 1E5, or 


Corporate Services Department 
Fourth Floor 

20 Eglinton Avenue West 
Toronto, Canada M4R 2E2, or 


MORGAN GUARANTY TRUST Client Administration, Ninth Floor 
COMPANY OF NEW YORK 30 West Broadway 

New York, N.Y. 10007, U.S.A., or 
SOCIETE GENERALE DE 3, rue Montagne du Parc 
BANQUE S.A. B-1000 Brussels, Belgium, or 
BANQUE GENERALE DU 27 avenue Monterey 
LUXEMBOURG Luxembourg, or 
CREDIT SUISSE Paradeplatz 8 


8021 Zurich, Switzerland 


Unless otherwise indicated, all dollar amounts referred to in the accompanying Proxy Statement are in United 
States dollars. Any amounts originally denominated in Canadian dollars have been converted into United 
States dollars at the rate of $1.00 = Canadian $1.32, the exchange rate at December 31, 1984. 
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GENSTAR 


PROXY STATEMENT 


SOLICITATION OF PROXIES 


The accompanying proxy is being solicited by the Board of Directors and management of Genstar 
Corporation (herein referred to as ““Genstar” or the “Corporation’’) for use at the Annual and Special 
Meeting of Shareholders of Genstar to be held on May 8, 1985 at the time, place and for the purposes 
set forth in the foregoing notice of meeting, and any adjournment thereof. The total cost of such 
solicitation will be borne by Genstar. The solicitation will be made primarily by mail, and proxy materials will be 
mailed to registered shareholders on or about March 29, 1985. However, directors, officers and regular 
employees of Genstar also may solicit proxies at nominal cost by telephone, telegram or by personal interview. 
The Corporation may retain an agent or agents to assist in the solicitations of the proxies and will bear any 
costs in connection therewith, presently estimated not to exceed $15,000 in addition to out-of-pocket 
expenses. Upon request, Genstar will reimburse banks, brokerage houses and other custodians, nominees 
and fiduciaries for their reasonable expenses in forwarding proxy material to their principals. The executive 
office of Genstar is located at Suite 3800, Four Embarcadero Center, San Francisco, California 94111, U.S.A. 

APPOINTMENT AND REVOCATION OF PROXIES 


Each holder of voting shares is entitled to one vote at the meeting for each voting share registered in his or 
her name as at the close of business on March 22, 1985 (the ‘‘Record Date’’), except that a transferee of 
voting shares acquired after the Record Date shall be entitled to vote at the meeting if he or she produces 
properly endorsed certificates for such shares, or otherwise establishes that he or she owns such shares, and 
has demanded not later than 10 days before the meeting that his or her name be included in the list of 
shareholders entitled to vote at the meeting, such list having been prepared as of the Record Date. A 
shareholder has the right to appoint as proxy another person (who need not be a shareholder) to represent the 
shareholder at the meeting and may do so by inserting the name of such other person in the blank space 
provided for that purpose in the accompanying form of proxy or by completing another proper form of proxy. 
In addition to any other manner permitted by law, a shareholder who executes and returns the accompanying 
form of proxy has the power to revoke it, at any time before it is acted upon, by an instrument in writing 
executed by the shareholder or by his or her attorney duly authorized in writing or, if the shareholder is a 
corporation, by an officer or attorney duly authorized, and deposited either at Genstar’s Registered Office, 
1177 West Hastings Street, Suite 2600, Vancouver, B.C., Canada V6E 3Y3, on or before the day preceding the 
day of the meeting or adjournments thereof at which the proxy is to be used, or with the Chairman of such 
meeting on the day of such meeting or adjournments thereof. Bearer share warrant holders may attend and 
vote at the meeting if they (a) produce their bearer share warrants at the meeting, or (b) deposit, not later than 
48 hours prior to the meeting, their bearer share warrants at one of the offices of the depositaries listed on page 
2 following the Notice of Meeting with a statement setting out their names and addresses, and shall have 
obtained in exchange appropriate receipts and voting certificates stating their names and addresses and the 
number of shares represented by the deposited bearer share warrants. Any holder of bearer share warrants 
receiving a voting certificate as aforesaid also shall be entitled to appoint a proxy to attend, act and vote for 
and on behalf of such holder at the meeting or any adjournment thereof. 


ACTION TO BE TAKEN UNDER THE PROXIES 


Shares represented by properly executed proxies in the accompanying form of proxy will be 
voted or withheld from voting in accordance with instructions indicated thereon. If no contrary 
instruction is indicated, shares represented by such proxies will be voted by the persons designated 
in the printed portion thereof for the election of the nominees named below to serve as directors until 
the close of the next annual meeting, for the confirmation of the amendments to the By-laws referred 
to in the Notice of Meeting, for the adoption of the special resolution to amend Genstar’s Articles 
referred to in the Notice of Meeting, for the appointment of auditors and, in the discretion of the proxy 
holder, in respect of such other business, if any, as may properly be brought before the meeting. 
Should any nominee for director named herein become unable to accept nomination or election, it is intended 
that such persons acting under proxy will vote for the election in his stead of such other person as the 
management of Genstar may recommend. Genstar has no reason to believe that any of the said nominees will 
be unable to serve if elected to office. 


NOMINEES FOR ELECTION AS DIRECTORS 


Fifteen directors are to be nominated for election at this meeting. Each director elected will hold office 
until the close of the next annual meeting of shareholders unless prior thereto he shall resign or his office 
becomes vacant by death, removal or other cause. The following table sets forth, as of March 1, 1985, certain 
information with respect to the age, the principal occupation and business experience of the nominees over the 
past five years, the year in which each became a director of Genstar, and the number of Genstar shares 
beneficially owned by each. 


Name 
Principal Occupation Director Shares of Genstar 
Business Experience Since Owned Beneficially(1) 
CHARLES de BAR, 67 1964 40,000 Common(2\3) 


Corporate Director. 

From May 1973 until May 1983, 

Mr. de Bar served as Deputy 
Chairman of the Board of Genstar. 

Mr. de Bar is a director of certain publicly 
held European companies, including 
Arbed S.A., Cimenteries CBR 
Cementbedrijven S.A., Elbar Industrial 
Limited, SIBEKA-Société d’ Entreprise 
et d’Investissements S.A., 

Sofina S.A. and Tanks Consolidated 
Investments PLC. He is a member of 
Genstar’s Executive Committee. 


JAMES W. BURNS, 55 1977 — 
President of Power Corporation of 
Canada (Holding Company). 

President and Chief Executive Officer of 
Power Financial Corporation. 

Chairman of The Great-West Life 
Assurance Company. 

Mr. Burns has served in the above noted 
positions since February 1979, February 
1984 and November 1978, respectively. 
He is also a director of Canadian Pacific 
Limited, C-B Pak Inc., Consolidated- 
Bathurst Inc., The Great-West Life 
Assurance Company, IBM Canada Ltd., 
The Investors Group, Montreal Trustco 
Inc., Power Corporation of Canada and 
Power Financial Corporation. 


ALAN F. CAMPNEY, 56 1984 — 
President of Vanley Agencies Ltd. 

(Investment and Services Company). 

Chairman and Chief Executive Officer of 

Dawn Development Canada Corporation. 

Mr. Campney has been President of 

Vanley Agencies Ltd. since December 

1954. From July 1983 to February 1984, 

he was Associate Counsel of Campney & 
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Name 
Principal Occupation Director Shares of Genstar 
Business Experience Since Owned Beneficially(1) 


Murphy, a law firm of which he 

was a partner from 1959 until July 1983. 
He is also a director of Banque Nationale 
de Paris (Canada), B.C. Forest Products — 
Ltd., Pacific Western Airlines Ltd., 

Signet Resources Ltd. and 

Vancouver Port Corporation. 

Mr. Campney is a member of Genstar’s 
Audit Committee. 


FRANK S. CAPON, 69 1973 1,800 Common 
Consultant. 

Mr. Capon is Chairman of the Board of 

Consumers Glass Company Limited. 

“~~ He is Chairman of Genstar’s Audit 

_ Committee. 


m™ AUGUST A. FRANCK, 74 1964 48,011 Common 
.% Corporate Director. 

Former Chairman of the Board and 

Chief Executive Officer of Genstar. 


DONALD R. GETTY, 51 1981 — 
President of D. Getty Investments Ltd. 
(Investment Company). Chairman of the 
Board and Chief Executive Officer of 

Nortek Energy Corp. 

From 1975 until he assumed his present 
positions in April 1979, Mr. Getty was 
Minister of Energy and Natural Resources 
for the Province of Alberta, Canada. He 

is Chairman of the Board of 

Interprovincial Steel and Pipe 

Corporation, Ltd., a member of the Board 

of Governors of Resources of Canada Fund 
and a director of Brinco Limited, Nortek 
Energy Corp., Nova, an Alberta Corporation, 
Placer Development Limited, 

The Royal Bank of Canada 

and Trans-Ocean Resources Ltd. 

He is amember of Genstar’s Audit 
Committee. 


Name 


Principal Occupation Director Shares of Genstar 
Business Experience Since Owned Beneficially(1) 
| RENE LAMY, 61 1982 5 


_ Governor of Société Générale de 

Belgique S.A. (Portfolio Company). 

Prior to becoming Governor of Société 
Générale de Belgique in January 1981, 
Mr. Lamy had been Vice-Governor of that 
company since 1976. He is a director of 
certain publicly held European companies, 
including Arbed S.A., Carbochimique S.A., 
Crédit Foncier et Immobilier, 
ELECTROBEL-Générale d’Entreprises 
Electriques et Industrielles S.A., 
Compagnie Maritime Belge, PRB, 
Pétrofina S.A., SIBEKA-Société 
d’Entreprise et d’Investissements S.A., 
Société Générale de Belgique S.A., 

Sofina S.A., Tanks 

Consolidated Investments PLC 

and Tractionel S.A. He is a member 

of Genstar’s Executive Remuneration 
Committee. 


WALTER F. LIGHT, 61 1976 200 
Chairman of Northern Telecom Limited 
(Telecommunications Equipment 
Manufacturer). 

Mr. Light was Chairman and Chief 
Executive Officer of Northern Telecom 
Limited from May 1982 until September 
1984. He was President of Northern 
Telecom Limited from August 1974 until 
he was appointed Chief Executive 
Officer in October 1979. 

He was appointed Chairman and 

Chief Executive Officer in May 1982. 
He is also a director of Air Products 

and Chemicals, Inc., 

Inco Limited, Moore Corporation, 
Northern Telecom Limited, 

The Procter & Gamble Company, 

The Royal Bank of Canada 

and Shell Canada Limited. 

He is a member of Genstar’s 

Executive Remuneration Committee. 


ANGUS A. MacNAUGHTON, 53 1969 36,655 
President and Chief Executive 198,750 
Officer of Genstar. 

In addition to being Chief Executive 

Officer, Mr. MacNaughton has served as 

President or Chairman of the Board 

of Genstar since May, 1981. Before 

that he had served as Vice Chairman and 

Chief Executive Officer of Genstar 


Common 


Common(3)(4) 
Series SP Second 
Preferred(5) 


since April, 1976. He is also a director of 
Canadian Pacific Enterprises Limited and 
Sun Life Assurance Company of 
Canada. He is Chairman of Genstar’s 
Executive Committee. 


W. EARLE McLAUGHLIN, 69 1961 1,200 Common 
Corporate Director. 800 Series C $2.35 
From 1962 to 1979, Mr. McLaughlin Second Preferred 


was Chairman of the Board and 

Chief Executive Officer of The Royal 

Bank of Canada and from 1979 until 1980 
he was Chairman of the Board of that 
Bank. Mr. McLaughlin is also a director of 
The Algoma Steel Corporation Limited, 
Canadian Pacific Enterprises Limited, 
Canadian Pacific Limited, General Motors 
Corporation, L’Air Liquide S.A., Nabisco 
Brands, Inc. and The Royal Bank of 
Canada. He is amember of Genstar’s 
Executive Committee and Chairman of 
the Executive Remuneration Committee. 


FREDERICK W. MIELKE, JR., 64 1983 200 Common 
Chairman of the Board and Chief 
Executive Officer of Pacific Gas 

and Electric Company (Public Utility). 
Since 1979, Mr. Mielke has been 
Chairman of the Board, Chief Executive 
Officer and a director of 

Pacific Gas and Electric Company. 

Mr. Mielke is also a director of 

Alberta Natural Gas Co. and 

Pacific Gas Transmission Company. 


YVES du PARC, 52 1981 1,091 Common 
Managing Director, Mines, Minerais et 
Métaux, S.A. (International 

Trading Company). 

Mr. du Parc was Executive Director of 
Mines, Minerais et Métaux, S.A. 

from January 1983, and has been Managing 
Director of that company since 

January 1984. He was President of 

Norore Corp. (International Trading 
Company) from November 1983 

until June 1984, and held the 

Position of Deputy General Manager 

of Société Générale des Minerais 

from March 1975 until December 1983. 

He is also a director of Cimenteries 

CBR Cementbedrijven S.A. 

He is amember of Genstar’s 

Audit Committee. 


Notes: 


Name 
Principal Occupation Director Shares of Genstar 
Business Experience Since Owned Beneficially(1) 


SAUL SIMKIN, 69 1968 98,650 Common 
Chairman of the Board of Kins 

Management Limited (Consultants). 

Mr. Simkin has held 

such position since May 1976. 


ROSS J. TURNER, 54 1973 32,939 Common(3)5) 
Chairman of the Board 198,750 Series SP Second 
and Chief Executive Preferred (5) 


Officer of Genstar. 

In addition to being Chief Executive 
Officer, Mr. Turner has served 

as President or Chairman of 

the Board of Genstar from 

April 1976. Heis alsoa 

director of The Great-West Life Assurance 
Company and Rio Algom Limited. He is a 
member of Genstar’s Executive 
Committee. 


STEPHEN R. VOLK, 48 1983 200 Common 
Partner—Shearman & Sterling (Law Firm) 

Mr. Volk is and has been a 

partner in the law firm 

of Shearman & Sterling since 1968. 


(1) Includes the estimated number of common shares attributable to such persons under the Genstar 
Company Salaried Employees’ Thrift Plan at March 1, 1985. Unless otherwise noted, the beneficial 
owners of the shares reported exercise sole voting power and sole investment power with respect to 
such shares and beneficially own less than 1% of the outstanding shares of the class. 

(2) Does not include 36,000 common shares which Mr. de Bar has the right to acquire within 60 days 
from March 1, 1985. 

(3) Does not include any of the 900,000 common shares and 169,600 Series C $2.35 Second 
Preferred Shares which are, respectively, the subject of an agreement between a bank and a private 
corporation beneficially owned by Messrs. MacNaughton, Turner, de Bar and others, and owned by a 
general partnership, the partnership interests of which are beneficially owned by Messrs. MacNaugh- 
ton, Turner, de Bar and others as described below. Such 900,000 common shares and 169,600 
Series C $2.35 Second Preferred Shares constitute approximately 2.8% and 5.7%, respectively, of the 
outstanding shares of these classes. 

(4) Does not include 1,000 Common Shares and 2,000 Series C $2.35 Second Preferred Shares 
owned by Mr. MacNaughton’s children as to which shares Mr. MacNaughton disclaims beneficial 
ownership. 

(5) Messrs. MacNaughton and Turner each hold 115,000 Series SP-82A Second Preferred Shares, 
collectively representing 70.2% of the outstanding Series SP-82A Shares, 42,500 Series SP-82B 
Second Preferred Shares, collectively representing 77.4% of the outstanding Series SP-82B Shares, 
20,000 Series SP-83 Second Preferred Shares, collectively representing 54.6% of the outstanding 
Series SP-83 Shares, and 21,250 Series SP-84 Second Preferred, collectively representing 52.1% of 
the outstanding Series SP-84 Shares. 


COMMITTEES OF THE BOARD OF DIRECTORS 


Genstar has standing Executive, Audit and Executive Remuneration Committees of the Board of Directors. 
The Executive Committee is empowered to exercise the full powers of the Board, excepting those powers 
specifically reserved to the Board by sub-section 110(3) of the Canada Business Corporations Act, and 
performs the functions of a nominating committee. The Executive Committee will consider shareholder 
suggestions for director nominees. See “Proposals by Shareholders for 1986 Annual Meeting’ at page 32 for 
a description of the procedures for submitting such suggestions. 


The Executive Remuneration Committee recommends for the approval of the Board remuneration for 
directors, determines remuneration for senior management and supervises the administration of the Revised 
1969 Stock Purchase Plan, the 1979 Stock Purchase Plan and the 1982 Employee Incentive Stock Option 
Plan. 


The Audit Committee reviews the Corporation’s audited financial statements and certain other reports of a 
financial character, reviews any significant changes in auditing policies and practices, reviews the scope of 
internal and external audit work and audit fees incurred by the Corporation, reviews the evaluations by the 
Corporation’s internal and external auditors of the Corporation’s system of internal financial controls, and 
reviews and approves the travel and expense accounts of the Chief Executive Officers. 


During 1984, the following meetings (including regularly scheduled and special meetings) were held: 9 
meetings of the Board of Directors, 6 meetings of the Executive Committee, 3 meetings of the Audit Committee 
and 4 meetings of the Executive Remuneration Committee. Each member of the Board of Directors attended 
not less than 75% of the aggregate of all Board meetings and meetings of committees on which he served 
except for Messrs. Lamy and Mielke. 


VOTING SHARES AND PRINCIPAL HOLDERS THEREOF 


As of March 1, 1985, the issued and outstanding voting shares of Genstar, each entitled to one vote per 
share, were as follows: 


Number 
Class and Series Outstanding 

Preferred Shares 

Series A'S 1 10,Cumulative Redeemable cesn rc ra...cccnc-s-cboos oe sete ceee eee eee 923 

Series B $1.20 Non-Cumulative Redeemable (including 32,487 shares represented by 

bearer Shake Warrants ).t...cceeoestectentncue-cevecsctecors ns csatotenecene etme canter eee enema sean rere 37,828 

Series D $1.50 Cumulative Convertible Redeemable ..................cccccseesssssssessseeeccseeveesees 14,563 
Second Preferred Shares 

Series SP-82A' Convertible Redeemable:... 2. io. .seccccecesscaecctesee-casneeeccsttseenmeamieecreecsseecseaee 327,050 

Series SP-82B Convertible REdeeMable.................cccccsscccssssscccssssccecssscecsssscesseeseseeeeeeees 109,850 

series'SF-83 Gonvenible Redeemable «:..c.2ccscscnacessatercccleseccrnecdercccenececces mee eee 73,300 

Series SP-84 Convertible Redeemable .................ccccssscccccsssssssssccccccsssssceccssecesssssccscceeees 81,650 

Series B (U.S.) $1.68 Cumulative Convertible Redeemable.............cc:ccccssscssssseesssseseseeees 210,255 

Series C $2.35 Cumulative Convertible Redeemable .................cccssscscssssscceesceceesseseenaes 2,976,320 
Common Shares (including 4,075,988 shares represented by bearer share warrants)........... 31,780,817 


Total Voting SNareS.26. ¥.coc acess roms cpeseveadcee Ss tices ceectns cdeeceses sce adie maceceene tes Ci emnenS Meee eee ead 35,613,056 


Also outstanding are 1,000,000 Series A, 4,000,000 Series D and 4,000,000 Series E Second Preferred 
Shares. The Series A Second Preferred Shares are entitled to one vote each upon the happening of certain 
events, none of which has occurred. In addition, upon the happening of certain events, none of which has 
occurred, the holders of the Series D and Series E Second Preferred Shares, together with the Series B 
Second Preferred Shares, are entitled to elect two directors of the Corporation. 


As of March 1, 1985, the beneficial shareholdings of Genstar directors and officers as a group were as 
follows: 340,257 common shares (1.1%, not including the shares subject to an agreement with the private 
corporation referred to below); 400 Series B (U.S.) $1.68 Second Preferred Shares (0.2%); 147,604 Series C 
$2.35 Second Preferred Shares (5%, including the holdings of the general partnership referred to below 
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attributable to such group); 275,250 Series SP-82A Second Preferred Shares (84%); 100,700 Series SP-82B 
Second Preferred Shares (91.7%); 64,450 Series SP-83 Second Preferred Shares (87.9%); and 68,500 Series 
SP-84 Second Preferred Shares (83.9%). 


Information as to the ownership of shares represented by bearer share warrants is not available to the 
Corporation. While some individuals or entities own more than 5% of various series of shares of the 
Corporation, to the knowledge of the Corporation, there was no shareholder beneficially owning more than 5% 
of the total voting shares of the Corporation as of March 1, 1985, including those voting shares represented by 
bearer share warrants, except as follows: 


Percentage 
Number of Percentage of Total 
Name and Address Title of Class Shares Owned of Class Voting Shares 
Société Générale Common Shares 3, 133,969(2) 9.86% 8.8% 
de Belgique S.A. 
(““SGB’’) (1) 


30 Rue Royale 
Brussels, Belgium 


Bank of Montreal (3) Common Shares 2,700,000 8.5% 7.6% 
129 Rue St. Jacques 
Montreal, Quebec 
Canada 


Caissé de depot Common Shares 2,843,938 8.95% 7.99% 
et placement 
du Québec 
1981 McGill College Avenue 
Montreal, Quebec 
Canada 

(1) Mr. René Lamy, a Genstar director, is also Governor of SGB and he and Mr. Charles de Bar, a Genstar 
director, are directors of SIBEKA-Société d’Enterprise et d’Investissements S.A. and Tanks Consolidated 
Investments PLC which, respectively, own 300,000 and 504,656 Genstar common shares, which shares 
are included in the number of shares owned beneficially by SGB. 


(2) Does not include 1,800,000 Genstar common shares which SGB has the right to acquire and, in certain 
circumstances, may be required to acquire from the Bank of Montreal as described in Note (3) below. As 
of March 1, 1985, nine companies in which SGB has other than insignificant, direct or indirect minority 
interests beneficially owned in the aggregate 1,995,533 Genstar common shares (being approximately 
6.3% of all common shares and 5.6% of all voting shares of the Corporation). One or more of Messrs. 
Lamy, de Bar and du Parc are directors of three of such nine companies and of another company, which 
companies have interests in four other of such nine companies, which hold in the aggregate 1,991,933 of 
such 1,995,533 Genstar common shares. SGB has disclaimed beneficial ownership of the Genstar 
common shares owned by these nine companies. 


(3) Of the common shares beneficially owned by the Bank of Montreal, 1,800,000 shares are subject to an 
agreement with SGB whereby SGB has the right to acquire and, in certain events, may be required to 
acquire such shares, and 900,000 shares are subject to an agreement with the private corporation noted 
in the second paragraph below whereby the private corporation has the right to acquire and, in certain 
events, may be required to acquire such shares. 


At the time of its incorporation, Genstar was wholly-owned by companies in which SGB held various 
stockholding interests. Messrs. Lamy and du Parc are considered by Genstar to be representatives of SGB or 
companies in which SGB has various stockholding interests. Two other directors, Mr. August A. Franck and 
Mr. Charles de Bar, have both historical and current ties to SGB or such companies. Because of the historical 
ties between Genstar and SGB, because SGB is a principal minority shareholder of Genstar and in order to 
assure ready access to SGB’s expertise in areas of business in which Genstar is engaged, representatives of 
Genstar discuss its affairs from time to time with representatives of SGB. In the opinion of Genstar’s directors 
and management, Genstar is not controlled by SGB or, for that matter, by any one shareholder or related 
group of shareholders, but rather by the Board of Directors of Genstar. 
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A private corporation, beneficially owned by Messrs. MacNaughton, Turner, de Bar, three other officers 
and four former officers of Genstar but not controlled by any one of such persons alone, is a party to a put and 
call agreement with the Bank of Montreal covering 900,000 Genstar common shares. Messrs. MacNaughton, 
Turner and de Bar beneficially own, respectively, 33%, 33% and 3.6% of the outstanding shares of such private 
corporation. The agreement provides that such corporation may acquire any of such 900,000 shares at any 
time and, after the occurrence of certain specified events, may be required by the Bank of Montreal to 
purchase all of such shares. In addition, a general partnership, the partnership interests of which are 
beneficially owned by Messrs. MacNaughton, Turner, de Bar and such other present and former officers of 
Genstar but which is not controlled by any one of such persons alone, owns 169,600 Series C $2.35 Second 
Preferred Shares of Genstar. Messrs. MacNaughton, Turner and de Bar beneficially own, respectively, 33%, 
33% and 3.6% of the interests in such partnership. The 900,000 common shares noted above and the 
169,600 Series C $2.35 Second Preferred Shares held by such partnership, together with all other voting 
shares held, or subject to options exercisable within 60 days from March 1, 1985, by officers and directors of 
Genstar who are the beneficial owners of such private corporation and such partnership, represented 
approximately 4.8% of the outstanding voting shares of Genstar as of March 1, 1985. 


REMUNERATION OF DIRECTORS AND OFFICERS 


The following table, presented in accordance with the rules of the U.S. Securities and Exchange 
Commission, shows all remuneration paid or payable by Genstar and its subsidiaries in respect of 1984 to or 
for the benefit of (i) each of the five most highly compensated executive officers whose total remuneration 
exceeded U.S. $60,000 and (ii) all executive officers of Genstar as a group. 


Capacity in Which Salary 
Names of Individuals Remuneration and Directors’ Other 
or Identity of Group Was Received Fees(1) Bonuses Benefits(2) 
Ross JA) UKnehtien scctccuere eee ease Chairman, Chief 
Executive Officer 
and Director $ 403,500- $ 425,000 $ 27,628 
Angus A. MacNaugNton................+. President, Chief 
Executive Officer 
and Director 403,500 425,000 27,628 
Walter S.)Banmister.....cc.ccccecessousoeaees Executive Vice President 177,500 80,000 236,540 
JP MeonarcdvHOlmatiecmiecceccenccnecte ss Executive Vice President 201,250 135,000 20,099 
George FAMictialSio sre sevete- ccd Executive Vice President 180,000 105,000 16,576 
Executive Otficers .as.a-group (116 PersOMs)c-..ccse-eeacecscassesc-tee ee cetes $2,479,791 $1,579,212 $458,006 


(1) Excludes amounts contributed under a thrift plan on behalf of the named individuals and group. See 
“Salaried Employees’ Thrift Plan’ at page 28 of this Proxy Statement for information regarding the thrift 
plan. 

(2) Includes the value of estate, financial and tax counseling, rental assistance payments, and reimburse- 
ments by Genstar of interest paid by those officers who received housing assistance loans, and, in the 
case of Mr. Bannister, includes reimbursement of taxes and cancellation of indebtedness in respect of 
property transferred to him prior to 1983 in connection with his relocation to the Corporation’s offices at 
San Francisco, California. See ‘‘Indebtedness of Management’ at page 31 of this Proxy Statement. 
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The following table, presented in accordance with the Canada Business Corporations Regulations, sets 
forth (in U.S. dollars) the aggregate remuneration paid or payable in respect of 1984 by Genstar and its 
Subsidiaries to the directors of the Corporation as a group in their capacity as directors, and to the officers of 
Genstar who each received in excess of Cdn. $40,000, as a group. 


< Directors’ 
Remuneration of Directors Fees Salaries Bonuses Other Total 


Number of Directors: 16 


Expense incurred by Genstar 
COMDOLATION o8 ie aio tthe ee ae $264,020 $ — $ — $ — $ 264,020 


Remuneration of Officers 


Number of Officers: 20 (Including 2 
who are also directors) 
Expense incurred by Genstar 
COMOTALIO Msc. tososkeeanice 2c ee as $ — $2,700,252 $1,586,788 $491,776(a) $4,778,816 


OAS Me. ets. eesct sens Race-eee reat $264,020 $2,700,252 $1,586,788 $491,776 $5,042,836 


(a) This amount includes the spread between the acquisition and the market prices of shares granted in 1984 
under the 1969 Stock Purchase Plan, together with the values and amounts of those benefits described in 
note (2) above, and certain other benefits taxable in the hands of the recipients, such as relocation 
assistance and medical and life insurance benefits. This amount excludes employer contributions under 
the Salaried Employees’ Thrift Plan. See ‘Salaried Employees’ Thrift Plan’ at page 28 of this Proxy 
Statement for information regarding the thrift plan. 


As a result of the Corporation relocating its executive offices in 1979 to San Francisco from Montreal, 
certain executive officers of the Corporation were transferred to San Francisco. Unanticipated Canadian 
income taxes have been imposed upon these officers in respect of arrangements with the Corporation 
associated with their transfer to San Francisco. During 1984, payments were made to Messrs. Turner, 
MacNaughton, Holman, Michals and all executive officers, including one former executive officer, as a group (7 
persons), in the amounts of $64,726, $64,726, $63,611, $29,342, and $271,962, respectively, in respect of 
such taxes, which amounts are not included in the tables set forth above. 


During 1984, directors’ fees were paid as follows: annual retainers of $12,000, $3,000, $1,500 and 
$1,500 were paid to all directors, Executive Committee members, the Chairman of the Audit Committee and 
the Chairman of the Executive Remuneration Committee, respectively, and a fee of $500 was paid for each 
attendance of a director at a meeting of the Board or at a meeting of a Board committee of which he was a 
member. Effective January 1, 1985, changes were made in the fee schedule as follows: $14,000 directors’ 
annual retainer, $750 Board meeting attendance fee, $2,000 Committee Chairman annual retainer and $750 
Committee meeting attendance fee if the meeting is not held on the same day as a Board meeting. All other 
fees remain unchanged. Directors who are Genstar officers do not receive annual retainers or attendance fees 
for their participation on Board Committees. 
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CONFIRMATION OF BY-LAW AMENDMENTS 
AND APPROVAL OF AMENDMENTS TO ARTICLES 


INTRODUCTION 


The Board of Directors unanimously has adopted certain amendments to Genstar’s By-laws (collectively, 
the “By-Law Amendments’). Under the Canada Business Corporations Act (the “‘Act’’), the By-Law 
Amendments are subject to confirmation by Genstar’s shareholders. The Board of Directors also unanimously 
has approved certain amendments to Genstar’s Articles (collectively, the “‘Article Amendments’’) and voted to 
submit them to Genstar’s shareholders for adoption. 


Each of the proposed By-Law Amendments and Article Amendments (collectively, the ‘“Amendments’’), 
together with the specific significant effects, advantages and disadvantages thereof, is described below. The 
full text of the Amendments is set forth in Exhibits A and B to this Proxy Statement, which shareholders are 
urged to read carefully. The overall significant effects, advantages and disadvantages of the Amendments are 
described below under the caption ‘‘Overall Purposes and Effects of the Amendments’. 


lf approved by the shareholders, the Amendments would have, in general terms, the following effects. The 
By-Law Amendments (see Proposal 1 below) would require (i) not less than 45 days’ notice to shareholders of 
a special meeting called at the request of holders of not less than five percent (5%) of the outstanding shares of 
Genstar entitled to vote at the meeting (the ‘““Quorum Shares’’), and (ii) a quorum of not less than two-thirds of 
the votes represented by the Quorum Shares to take action with respect to certain specified business 
combinations involving Genstar and an Interested Shareholder (as hereinafter defined) and other significant 
matters (including the election and removal of directors) not approved by a majority of the members of the 
Board of Directors not affiliated or associated with an Interested Shareholder (the ‘Continuing Directors’). 


An “Interested Shareholder’ is defined as any person who or which is the beneficial owner of more than 
10% of the votes represented by the outstanding shares of Genstar entitled to vote generally in the election of 
directors (the ‘Voting Shares’’) (except for Genstar, certain of its subsidiaries, and any person who was already 
such a beneficial owner as of June 1, 1984). The term ‘‘beneficial owner’ includes persons directly or 
indirectly owning or having the right to dispose of or vote the shares. Under certain circumstances, an 
Interested Shareholder could include persons or entities affiliated or associated with an Interested Shareholder 
and persons or entities with agreements or understandings with such Interested Shareholder with respect to 
Voting Shares or acquiring, holding or disposing of property of Genstar. At the present time, Genstar is not 
aware of the existence of any shareholder or group of shareholders which would be an Interested Shareholder. 
See ‘Voting Shares and Principal Owners Thereof’? at page 10 of this Proxy Statement for further share 
ownership information. 


The Article Amendments (see Proposal 2 below) would require (i) that specified business combinations 
involving Genstar and an Interested Shareholder must satisfy certain form of consideration, minimum price and 
procedural requirements, unless approved by either a majority of the Continuing Directors or not less than 
eighty percent (80%) of the votes represented by the Voting Shares; (ii) the affirmative vote of not less than 
eighty percent (80%) of the votes represented by the Voting Shares for the amendment or repeal of the 
amendments described in the foregoing clause (i) or provisions of the Articles relating to the power of the 
Board of Directors to fix the number of shares in, and to determine the designations, rights, privileges, 
restrictions and conditions attaching to, each series of Genstar’s Preferred Shares and Second Preferred 
Shares or the adoption of any plan or proposal for the continuation of Genstar under the laws of another 
jurisdiction, unless such amendment or plan or proposal is approved by two-thirds of the entire Board of 
Directors and a majority of the Board of Directors acting on the matter were Continuing Directors; and (iii) the 
affirmative vote of not less than two-thirds of the votes represented by the Voting Shares for the amendment of 
the By-Law Amendments, unless such amendment was approved by two-thirds of the entire Board of Directors 
and a majority of the members of the Board of Directors acting on the matter were Continuing Directors. 


Pursuant to the Act, the By-Law Amendments were effective upon adoption by the Board of Directors on 
July 19, 1984, as amended on March 6, 1985, but are subject to being confirmed or rejected by the 
shareholders at the Annual and Special Meeting. If adopted by the shareholders, the Article Amendments 
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would become effective on the date shown in the Certificate of Amendment issued by the Canadian authorities 
pursuant to the Act upon receipt of Articles of Amendment from Genstar. Such issuance is expected to occur 
shortly following adoption of the Article Amendments by the shareholders. 


OVERALL PURPOSES AND EFFECTS OF THE AMENDMENTS 


The Board of Directors is recommending the adoption of the Amendments in order to further continuity 
and stability in the direction and policy of Genstar and to discourage certain types of tactics that are not in the 
best interests of the shareholders. 


Genstar’s shares are traded on the New York, Pacific, Toronto, Montreal, and certain European Stock 
Exchanges. While the laws and regulations in Canada and the United States are intended to afford protection 
to shareholders faced with take-over transactions, both the statutory provisions and their applications by courts 
and regulatory authorities differ significantly in the two jurisdictions. As a result, different tactics have been 
employed by take-over bidders and target companies in the Canadian and United States securities markets. 


There has been a growing trend in both Canada and the United States towards the accumulation of 
substantial share positions in public companies by third parties as a prelude to proposing a restructuring or 
sale of all or part of the company or other similar extraordinary corporate action. Such actions often are 
undertaken by a third party without advance notice to, or consultation with, the company’s board of directors. 
Such a purchaser often seeks representation on the company’s board in order to increase the likelihood that its 
proposal will be implemented by the company. If the company resists its efforts to obtain board representation, 
the purchaser may commence a proxy contest to have itself or its nominees elected to the board in place of 
certain directors or the entire board. In some cases, the purchaser may not be interested in taking over the 
company, but uses the threat of a proxy fight and/or a bid to take over the company as a means of pressuring 
the company to repurchase the purchaser’s equity position at a substantial premium over market price, so- 
called ‘“‘greenmail.’”” In such event, the company faces the risk that if it does not repurchase the purchaser’s 
equity position, business and management will be disrupted, perhaps irreparably, and if it does so it may be 
required to offer to repurchase all of its shares at the substantial premium over market offered to such 
purchaser. Moreover, a company might have to incur an unfavorable debt burden in order to finance such a 
repurchase, which could have a long-term detrimental effect on the company. In other cases, after acquiring 
effective control, the controlling person seeks to eliminate the minority shareholders in a transaction which 
often involves non-cash consideration or non-voting securities having a value less than that paid to acquire 
control of the company. 


The use of ‘‘greenmail”’ tactics, to date, has not emerged in Canadian securities markets. Securities 
legislation in a number of Canadian jurisdictions requires, subject to certain exceptions, that a company must 
offer to purchase its shares ratably from all shareholders. In addition, Canadian securities administrators have 
the statutory authority to intervene in the course of a contest for control to cease trading in the securities of the 
target company and to hold a hearing if such action is deemed to be in the public interest. 


The Board of Directors believes that if such a person were to purchase a significant or controlling interest 
in Genstar, its ability to take certain actions under Genstar’s unamended By-laws and current Articles without 
the participation of the majority of Genstar’s shareholders would severely curtail Genstar’s ability to negotiate 
effectively with such person and to discourage disruptive tactics. 


The Amendments cannot, and are not intended to, prevent a purchase of all or a majority of Genstar’s 
shares, nor are they intended to deter bids for such shares offering a fair price to the shareholders. Rather, the 
Amendments are intended to encourage persons seeking to acquire control of Genstar to initiate such an 
acquisition through arm’s length negotiations with the Board of Directors and to give the shareholders of 
Genstar a more meaningful opportunity to evaluate any such actions. The overall effect of the Amendments, if 
adopted, however, may be to discourage a person from making a partial tender offer or take-over bid (including 
an offer at a substantial premium over the then-prevailing market value of Genstar’s shares) or otherwise 
attempting to obtain a substantial position in Genstar in order to commence a proxy contest or engage in other 
take-over-related action, even though some or a majority of Genstar’s shareholders may believe such actions 
to be beneficial to them. To the extent any potential acquirers are deterred by the Amendments, the 
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Amendments may have the effect of preserving the incumbent management and Board of Directors in office. 
In addition, since the Amendments are in part designed to discourage accumulations of large blocks of 
Genstar’s shares by purchasers whose objective is to have such shares repurchased by Genstar at a premium, 
their adoption could tend to reduce the temporary fluctuations in the market price of Genstar’s shares which 
are caused by such accumulations. Accordingly, shareholders could be deprived of certain opportunities to 
sell their shares at a temporarily higher market price. 


Take-overs or changes in the board of directors of a company which are proposed and effected without 
prior consultation and negotiation with the company are not necessarily detrimental to the company and its 
shareholders. The Board of Directors feels, however, that the benefits of protecting Genstar’s ability to 
negotiate effectively, through directors who have previously been elected by the shareholders as a whole and 
are familiar with Genstar, with the proponent of an unfriendly or unsolicited proposal to effect a take-over or 
restructuring of Genstar outweigh any disadvantage of discouraging such proposals. In transactions subject to 
approval by an independent majority of the Board of Directors, the Board can and should take into account the 
underlying and long-term value of Genstar’s assets, the possibilities for alternate transactions on more 
favorable terms, possible advantages of a tax-free reorganization, anticipated favorable developments in 
Genstar’s business not yet reflected in the market price for its shares, and equality of treatment of all 
shareholders. 


Genstar’s Articles currently contain another provision which may have an anti-take-over effect. Genstar’s 
current Articles authorize the issuance of up to 20,000,000 Second Preferred Shares. A total of approximately 
14,073,000 Second Preferred Shares have been issued, of which approximately 12,779,000 are outstanding. 
The Board of Directors has authority to issue the remaining Second Preferred Shares and also the authority to 
determine, subject to the provisions of the Act, the designations, rights, privileges, restrictions and conditions, 
including voting rights, of such shares. Although the Board of Directors presently has no intention of doing so, 
the Board of Directors could issue, within the limits imposed by applicable law, such shares with sufficient 
voting rights so that the holder thereof would have the voting power to assure that any proposal to consummate 
a business combination opposed by the incumbent Board of Directors, to replace incumbent directors or elect 
directors not approved by incumbent directors, or to alter, amend or repeal any of the provisions that will be 
added to the Articles and By-laws by the Amendments, would not receive the required shareholder vote. The 
Articles and By-laws currently do not contain any other provisions intended by Genstar to have, or, to the 
knowledge of the Board of Directors, having, an anti-take-over effect. In addition, the Articles do not currently 
provide for cumulative voting by the shareholders for the election of directors, even though such a provision 
is permitted under the Act. 


The Amendments are permitted under the Act and under applicable securities laws and stock exchange 
rules in Canada and the United States. Both the Ontario Securities Commission (the “‘OSC’’) and the Toronto 
Stock Exchange (the ‘‘TSE’’) have policies concerning disclosure relating to equity shares which do not enjoy 
full voting rights under all circumstances. These policies confer discretionary authority on the OSC and the 
TSE to deem shares of a particular class to be subject to such policies. Staff members of the OSC and the 
TSE have expressed concern that the By-Law Amendments may have the effect of modifying the voting rights 
of shareholders, and, as a result, the common shares may have to be described in a manner that informs 
shareholders and the public generally that the voting rights represented by such shares are limited in some 
respects. No decision on this view is anticipated from the OSE and TSE until they have undertaken a general 
review of initiatives by companies addressing matters similar to those addressed in the By-Law Amendments. 


In addition, staff members of the OSC have expressed a more general concern about the implications for 
Canadian securities markets of provisions such as those contained in the Amendments. In the event that 
Commission staff ultimately concludes that such provisions are inappropriate, they may recommend that the 
Commission consider taking action, either with respect to these Amendments or by the implementation of 
policy of general application. 


The Amendments are not in response to efforts of which Genstar is aware to accumulate Genstar’s shares 
or to obtain control of Genstar. The Board does not currently contemplate recommending adoption of any 
further amendments to the Articles or By-laws designed to affect the ability of third parties to take-over or 
change control of Genstar. 
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Adoption of the Amendments may have significant effects on the ability of shareholders of Genstar to 
benefit from certain kinds of transactions which may be opposed by the incumbent Board of Directors. The 
Board of Directors believes, however, that confirmation of the By-Law Amendments and adoption of the Article 
Amendments are in the best interests of all of the shareholders. Accordingly, the Board of Directors 
recommends that they be approved by the shareholders. 


The following description of the Amendments is qualified in its entirety by reference to Exhibits A and B to 
this Proxy Statement. 


PROPOSAL 1—CONFIRMATION OF BY-LAW AMENDMENTS RELATING TO NOTICE AND QUORUM 
REQUIREMENTS FOR SHAREHOLDER MEETINGS 


Generally, the By-Law Amendments provide (a) that shareholder meetings called at the request of holders 
of not less than five percent (5%) of the Quorum Shares be called on not less than 45 days’ nor more than 50 
days’ notice (as compared with not less than 21 days nor more than 50 days for other shareholder meetings) 
and (b) that two-thirds of the votes represented by the Quorum Shares are required to constitute a quorum at 
any meeting of shareholders to take action with respect to certain specified business combinations involving 
Genstar and an Interested Shareholder and other significant matters not approved by a majority of the 
Continuing Directors. Pursuant to the Act, the By-Law Amendments were effective immediately upon their 
adoption by the Board of Directors, but are subject to being confirmed or rejected by the shareholders at the 
meeting of shareholders next following the Board meeting at which such amendments were adopted. 


The text of the By-Law Amendments proposed to be confirmed is set forth in Exhibit A to this Proxy 
Statement. 


Notice for Special Shareholders’ Meetings 


Under the Act, shareholders owning not less than five percent (5%) of the Quorum Shares may requisition 
the directors to call a meeting of shareholders (the ‘‘shareholders’ requisition’) for the purposes stated in the 
shareholders’ requisition. If the directors do not call a meeting of shareholders within 21 days of receiving the 
shareholders’ requisition, any shareholder who signed the requisition may call the meeting. The Act requires 
that notice of the time and place of a meeting of shareholders be sent not less than 21 nor more than 50 days 
before the meeting. 


Consistent with the provisions of the Act, the By-Law Amendments require that notice of the time and 
place of a meeting of shareholders called by the directors be sent not less than 21 days nor more than 50 days 
before the meeting. With respect to meetings of shareholders called pursuant to a shareholders’ requisition, 
the By-Law Amendments require that the minimum notice period be 45 days. Such provision is designed to 
provide the shareholders of Genstar with adequate time to consider and respond in an informed way to 
proposals submitted by the shareholders requesting the meeting. 


Higher Quorum for Certain Shareholder Actions 


The Act provides that, unless the by-laws of a company otherwise require, a quorum of shareholders is 
present at a meeting of shareholders if holders of a majority of the shares entitled to vote at the meeting are 
present in person or represented by proxy. Prior to the By-Law Amendments, the By-laws provided that 
persons representing fifteen percent (15%) in number of the Quorum Shares, including not less than twenty- 
five percent (25%) in number of the registered Quorum Shares (the ‘‘Registered Shares’’), is sufficient for a 
quorum at an annual meeting of shareholders and twenty-five percent (25%) in number of the Quorum Shares, 
including not less than fifty percent (50%) in number of the Registered Shares, is sufficient for a quorum at a 
special meeting of shareholders. No quorum was required for meetings adjourned because of the lack of a 
quorum. The By-Law Amendments retain these general requirements (providing, however, that the 
percentages required to constitute a quorum at a special meeting are calculated not on the number of Quorum 
Shares but on the number of votes represented by the Quorum Shares) but require a higher quorum for the 
purpose of taking certain specified actions at shareholder meetings and adjournments thereof. 


The By-Law Amendments provide that a quorum of not less than two-thirds of the votes represented by 
the Quorum Shares is required to take action at meetings of shareholders, including adjournments thereof, 
relating to certain specified matters that have not been approved by a majority of the Continuing Directors. The 
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matters which would require such higher quorum are (a) the removal of directors, (b) the election of directors, 
(c) the adoption of any plan or proposal for the continuation of Genstar under the laws of another jurisdiction, 
(d) specified business combinations which include (i) a merger, amalgamation or consolidation of Genstar or 
any subsidiary of Genstar (a ‘‘Subsidiary’’) with an Interested Shareholder, (ii) the sale or other disposition by 
Genstar or a Subsidiary of assets having an aggregate fair market value of not less than (Cdn.) $10,000,000, if 
an Interested Shareholder is a party to the transaction, (iii) the issuance or transfer of stock or other securities 
of Genstar or of a Subsidiary to an Interested Shareholder in exchange for cash or property (including stock or 
other securities) having an aggregate fair market value of not less than (Cdn.) $10,000,000, (iv) the adoption of 
any plan or proposal for the liquidation or dissolution of Genstar proposed by or on behalf of an Interested 
Shareholder, (v) any reclassification of securities (including any subdivision or consolidation), capital 
reorganization or recapitalization of Genstar, or any merger, amalgamation or consolidation of Genstar with a 
Subsidiary or other transaction which has the effect, directly or indirectly, of increasing the proportionate share 
of the outstanding shares of any class of shares carrying voting rights or any securities convertible into shares 
carrying voting rights of Genstar or a Subsidiary owned by an Interested Shareholder, and (vi) any agreement, 
contract or other arrangement providing for any one or more of the actions described in (c) or in this clause (d), 
and (e) the amendment, alteration or repeal of, or adoption of any provision inconsistent with, the By-Law 
Amendments or the Articles (the matters set forth in (i) through (vi) are hereinafter referred to as ‘“‘Business 
Combinations” and the matters set forth in (a) through (e) are hereinafter referred to as ‘Significant Actions’). 


Because of the increased use by third parties of take-over tactics which are not designed necessarily to 
result in the greatest advantage to existing shareholders, the Board of Directors had been concerned that such 
a third party might take advantage of Genstar’s generally low quorum requirements for shareholder meetings 
by proposing and taking Significant Actions, which may not be in the best interests of all the shareholders of 
Genstar, with the participation of only a small percentage of shareholders. The proportion of Genstar’s 
Quorum Shares represented at the 1982, 1983, and 1984 Annual Meetings of Shareholders was approximately 
57%, 58% and 53%, respectively. The Board of Directors believes that the provisions of the By-Law 
Amendments are in the best interests of Genstar’s shareholders because they ensure that Significant Actions 
which affect Genstar’s affairs and which the Board of Directors does not consider to be in the best interests of 
Genstar and its shareholders will be considered and voted upon by shareholders holding two-thirds of the 
votes represented by the Quorum Shares rather than by a smaller, possibly non-representative proportion of 
shareholders or not at all. 


The By-Law Amendments generally may have an anti-take-over effect because they may make it more 
difficult for a person who has acquired a substantial voting position in Genstar to take any of the Significant 
Actions specified above. 


Under the Act, directors are elected by a majority of the votes cast at a meeting of shareholders. Directors 
also may be removed by a majority of the votes cast at a special meeting of shareholders. The By-Law 
Amendments would make it more difficult for shareholders to change the composition of the Board of 
Directors, since a quorum of two-thirds of the votes represented by the Quorum Shares would be required 
before action could be taken to remove existing directors or to elect directors, in each case where such action 
was not recommended by a majority of the Continuing Directors. Thus, the existence of the higher quorum 
requirements may increase the likelihood that incumbent directors will retain their positions. 


The Resolution confirming the By-Law Amendments requires the affirmative vote of the holders of not 
less than a majority of the votes cast on the Resolution. 


THE BOARD OF DIRECTORS RECOMMENDS THAT YOU VOTE FOR THE CONFIRMATION OF THE 
AMENDMENTS TO THE BY-LAWS RELATING TO NOTICE AND QUORUM REQUIREMENTS FOR 
SHAREHOLDER MEETINGS. 


PROPOSAL 2—ADOPTION OF AMENDMENTS TO ARTICLES RELATING TO SHAREHOLDER VOTE 
FOR BUSINESS COMBINATIONS AND CERTAIN AMENDMENTS TO ARTICLES AND BY-LAWS. 


The Board of Directors has approved a proposal to add a new Schedule 2 to the Articles and has voted to 
recommend that Genstar’s shareholders approve the proposal. In general, the Article Amendments would (i) 
provide that Business Combinations involving Genstar and an Interested Shareholder must satisfy certain form 
of consideration, minimum price and procedural requirements, unless approved by either a majority of the 
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Continuing Directors or not less than eighty percent (80%) of the votes represented by the Voting Shares; (ii) 
require affirmative vote of not less than eighty percent (80%) of the votes represented by the Voting Shares for 
amendment of the amendments described in clause (i) or any provisions of the Articles relating to the power of 
the Board of Directors to fix the number of shares in, and to determine the designations, rights, privileges, 
restrictions and conditions attaching to, each series of Genstar’s Preferred Shares and Second Preferred 
Shares or for the adoption of any plan or proposal for the continuation of the Corporation under the laws of 
another jurisdiction, unless such amendment is approved by two-thirds of the entire Board of Directors and a 
majority of the members of the Board of Directors acting on the matter were Continuing Directors; and (iii) 
require the affirmative vote of not less than two-thirds of the votes represented by the Voting Shares for the 
amendment of the By-Law Amendments described in Proposal 1, unless such amendment is approved by 
two-thirds of the entire Board of Directors and a majority of the members of the Board of Directors acting on 
the matter were Continuing Directors. 


The text of the Article Amendments proposed to be adopted is set forth in Exhibit B to this Proxy 
Statement. 


Fair Price Provision 


80% Vote Required for Certain Business Combinations 


At present, the Act requires that mergers, amalgamations, sales of substantially all of the assets of 
Genstar, the adoption of a plan of dissolution of Genstar, reclassifications of securities, capital reorganizations 
and recapitalizations of Genstar involving amendments to the Articles and the continuation of the Corporation 
under the laws of another jurisdiction be approved by a special resolution of shareholders, which must be 
adopted by two-thirds of the votes cast at a meeting of shareholders. Certain other transactions, such as sales 
of less than substantially all of the assets of Genstar, certain mergers or amalgamations involving a wholly- 
owned subsidiary of Genstar, and recapitalizations not involving an amendment to the Articles, do not require 
shareholder approval. 


The Article Amendments would require the approval of not less than eighty percent (80%) of the votes 
represented by the Voting Shares as a condition of Business Combinations with an Interested Shareholder, 
except in cases in which either certain minimum price, form of consideration and procedural requirements are 
satisfied or the transaction is recommended to the shareholders by a majority of the Continuing Directors (the 
“Fair Price Provision’). In the event the minimum price, form of consideration and procedural requirements 
were met or the requisite approval of the Continuing Directors was received with respect to a particular 
Business Combination, the normal voting requirements of the Act would apply, and only two-thirds of the votes 
cast at a meeting of shareholders would be required to approve the Business Combination or, for certain 
transactions, no shareholder vote would be necessary. Nevertheless, the By-Law Amendments would still 
require a higher quorum at any meeting called to vote on any Business Combination required by law to be 
submitted to the shareholders which, although meeting the minimum price, form of consideration and 
procedural requirements, was not approved by a majority of the Continuing Directors. See ‘Higher Quorum for 
Certain Shareholder Actions’’ at page 17 of this Proxy Statement. Certain Business Combinations also may- 
require the approval by series or class vote of outstanding Preferred Shares or Second Preferred Shares, if 
any. This requirement would remain unaffected by the Article Amendments. 


Exceptions to Higher Vote Requirements 


The eighty percent (80%) affirmative shareholder vote would not be required if either (A) the transaction 
had been approved by a majority of the Continuing Directors, even though less than a quorum, or (B) all of the 
form of consideration, minimum price and procedural requirements described below are satisfied. 


(a) Form of Consideration Requirements. \n a Business Combination involving cash or other 
consideration being paid to Genstar’s shareholders, the consideration, in the case of each class of Voting 
Shares, must be either cash or the same type of consideration used by the Interested Shareholder in 
acquiring its shares of that class of Voting Shares. In addition, the value of such consideration (including 
cash) must meet certain minimum price requirements described below. 
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(b) Minimum Price Requirement. \n the case of payments to holders of Genstar’s Common Shares, 
the value per share of such payments would have to be at least equal in value to the higher of (i) the 
highest per share price paid by the Interested Shareholder (x) in acquiring any Common Shares during the 
two years prior to the first public announcement (the ‘“‘“Announcement Date’’) of the proposed Business 
Combination or (y) in the transaction in which it became an Interested Shareholder, whichever is higher, or 
(ii) the Fair Market Value (as defined) per share of such Common Shares on the Announcement Date. 


In the case of payments, if any, to holders of any series of Genstar’s Preferred Shares or Second 
Preferred Shares, the Fair Market Value per share of such payments would have to be at least equal to the 
higher of (a) the highest per share price determined with respect to such series of Preferred Shares or 
Second Preferred Shares in the same manner as described in clauses (i) and (ii) of the preceding sub- 
paragraph (b), or (b) the highest preferential amount per share to which the holders of such series of 
Preferred Shares or Second Preferred Shares would be entitled in the event of a voluntary or involuntary 
liquidation of Genstar. 


The following example illustrates the operation of the Fair Price Provision in a transaction in which a 
person acquired three percent (38%) of the Common Shares by cash purchases in the open market at 
prices up to $45.00 per share, became an Interested Shareholder a year later by purchasing twenty-five 
percent (25%) of the Common Shares in a cash tender offer at $42.00 per share, and within six months 
announced a proposed Business Combination with Genstar at a time when the Common Shares were 
trading at $35.00 per share: 


(i) highest price paid per share during the two-year 
period prior to the Announcement Date 
($45.00) or in the transaction in which the 
Interested Shareholder became an Interested 


Shareholder ($42.00), whichever is higher ........ $45.00 
(ii) Fair Market Value per share on the Announce- 
ment Date: ($35.00) es. ee ec ee $35.00 


In this example, in order to comply with the Fair Price Provision’s minimum price and form of 
consideration requirements, the Interested Shareholder would be required to pay to holders of Common 
Shares in the Business Combination at least $45.00 per share (the higher of the two alternatives above) in 
cash. 


It should be noted that, under the Fair Price Provision, the Interested Shareholder would be required 
to meet the minimum price requirements with respect to each class or series of Voting Shares, whether or 
not the Interested Shareholder owned shares of that class or series prior to proposing the Business 
Combination. If the minimum price and form of consideration requirements were not met with respect to 
each class or series of Voting Shares, or the procedural requirements (discussed below) were not met, 
then an affirmative vote of not less than eighty percent (80%) of the votes represented by the Voting 
Shares would be required to approve the Business Combination unless the transaction were approved by 
a majority of the Continuing Directors. It also should be noted that if the transaction does not involve any 
cash or other property being received by the shareholders of Genstar, as such, e.g., a sale of assets or an 
issuance of Genstar’s securities to an Interested Shareholder, then the minimum price and form of 
consideration requirements would not apply, but an eighty percent (80%) vote still would be required. 


(c) Procedural Requirements. An Interested Shareholder would have to comply with all of the 
procedural requirements described below. 


(i) After the Interested Shareholder became an Interested Shareholder, Genstar must not have 
failed to pay full dividends (whether or not cumulative) on outstanding Preferred Shares or Second 
Preferred Shares, if any, or reduced the rate of dividends paid on its Common Shares, unless such 
failure or reduction was approved by a majority of the Continuing Directors. This provision is 
designed to prevent an Interested Shareholder from attempting to depress the market price of 
Genstar’s shares prior to proposing a Business Combination by reducing dividends on Genstar’s 
shares, thereby reducing the consideration required to be paid pursuant to the minimum price 
requirements of the Fair Price Provision. 
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(ii) The Interested Shareholder must not have acquired any additional Voting Shares, directly 
from Genstar or otherwise, in any transaction subsequent to the transaction pursuant to which it 
became an Interested Shareholder. This requirement is intended to prevent an Interested 
Shareholder from purchasing additional Voting Shares at prices which are lower than those set by the 
minimum price requirements of the Fair Price Provision unless the Interested Shareholder is prepared 
to acquire (or is assured of obtaining the affirmative vote of) at least eighty percent (80%) of the votes 
represented by the Voting Shares. 


(iii) The Interested Shareholder must not have received (other than proportionately as a 
shareholder) at any time after it became an Interested Shareholder, whether in connection with the 
proposed Business Combination or otherwise, the benefit of any loans or other financial assistance or 
tax advantages provided by Genstar. This requirement is intended to deter an Interested Shareholder 
from self-dealing or otherwise taking advantage of its equity position in Genstar by using Genstar’s 
resources to finance the proposed Business Combination or otherwise for its own purposes in a 
manner not proportionately available to all shareholders. 


(iv) A proxy or information statement disclosing the terms and conditions of the proposed 
Business Combination complying with the requirements of applicable law would have to be mailed to 
all shareholders of Genstar at least 45 days prior to the consummation of the Business Combination. 
This requirement is intended to ensure that Genstar’s shareholders would be fully informed of the 
terms and conditions of the proposed Business Combination. 


In summary, none of the minimum price, form of consideration or procedural requirements would apply in 
the case of a Business Combination approved by a majority of the Continuing Directors. In the absence of 
such approval, all of such requirements would have to be satisfied to avoid the eighty percent (80%) vote 
requirement. 


Effect of the Proposed Fair Price Provision Relating to Business Combinations 


The Fair Price Provision is designed specifically to help assure that if Genstar is acquired or involved in a 
take-over transaction, each shareholder will be treated fairly vis-a-vis every other shareholder. The adoption of 
the Fair Price Provision, however, would not preclude the Board of Directors from either opposing or approving 
a future take-over proposal whether or not such a proposal satisfies the minimum price, form of consideration 
and procedural requirements of the Fair Price Provision. 


A number of companies recently have been the subject of offers to purchase a controlling interest in their 
outstanding shares for cash. In many cases, such purchases have been followed by business combinations in 
which the purchaser has paid a lower price for the remaining outstanding shares than the price it paid in 
acquiring its original controlling interest and has paid that lower price in a different, less desirable form of 
consideration, usually non-voting securities of the purchaser that do not have an established trading market at 
the time they are issued in the business combination. United States and Canadian laws, regulations and 
policies of securities administrators applicable to business combinations govern the disclosure required to be 
made to minority shareholders in order to consummate such a transaction. In some cases in Canada, these 
laws also require that the business combination be integrated with the purchase of a controlling interest for 
cash, thus assuring the receipt by shareholders of consideration of equal value or require the preparation of 
evaluations and the approval of the business combination by a ‘majority of minority” of the shareholders of a 
corporation. However, these laws may not assure shareholders that the terms of the business combination 
(i.e., what shareholders will receive for their shares) will be fair from a financial standpoint. Moreover, the 
statutory rights of the remaining shareholders of the company to dissent in connection with certain business 
combinations and receive the ‘“‘fair value’ of their shares in such case may involve significant expense, delay 
and uncertainty to dissenting shareholders. Shareholders have no assurance that “‘fair value” as determined 
under the provisions of the Act would be equivalent to the minimum price requirements of the Article 


Amendments. 


The Fair Price Provision is intended to meet these shortcomings in the United States and Canadian laws 
partially by requiring that, in order to complete a Business Combination which is not approved by a majority of 
the Continuing Directors, an Interested Shareholder must either acquire (or assure itself of obtaining the 
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affirmative votes of) at least eighty percent (80%) of the votes represented by the Voting Shares prior to the 
Business Combination, or be prepared to meet the minimum price, form of consideration and procedural 
requirements of the Fair Price Provision. 


In the absence of adoption of the Fair Price Provision, an Interested Shareholder who acquired control of 
Genstar could in certain circumstances, by virtue of such control, subsequently force minority shareholders to 
sell or exchange their shares at a price which would not reflect any premium such Interested Shareholder may 
have paid in order to acquire its controlling interest but would instead effectively be set by such Interested 
Shareholder. Such a price might very well be lower than the price paid in acquiring control or be paid in a less 
desirable form (e.g., non-voting equity or debt securities instead of cash). 


In many situations, the minimum price and procedural provisions of the Fair Price Provision would require 
that an Interested Shareholder pay shareholders a higher price for their shares and/or structure the transaction 
differently than would be the case without the Fair Price Provision. Accordingly, the Board of Directors believes 
that to the extent a Business Combination was involved as part of a plan to acquire control of Genstar, 
adoption of the Fair Price Provision would increase the likelihood that an Interested Shareholder would 
negotiate directly with Genstar and that shareholders would receive a higher price for their shares. 


Assuming that certain purchases of Genstar’s shares may be made with the objective of acquiring control 
of Genstar through a subsequent Business Combination, the Fair Price Provision would tend to discourage 
purchasers whose objective is to seek control of Genstar at a relatively low price, since acquiring the remaining 
equity interest would not be assured unless the minimum fair price and procedural requirements were satisfied 
or a majority of the Continuing Directors or not less than eighty percent (80%) of the votes represented by the 
Voting Shares were to approve the transaction. The Fair Price Provision also could discourage the 
accumulation of large blocks of Genstar’s shares, which the Board of Directors believes to be disruptive to the 
stability of Genstar’s vitally important relationships with its employees, customers and major lenders, and which 
can sometimes precipitate a change of control of Genstar on terms unfavorable to Genstar’s other 
shareholders. 


It is important to note that the Fair Price Provision provides that a Business Combination with an Interested 
Shareholder need not meet the minimum price, form of consideration and procedural requirements of the Fair 
Price Provision if the Business Combination is approved by a majority of the Continuing Directors. In this 
connection, the Board of Directors believes that the Continuing Directors will be in a better position than 
individual shareholders to negotiate effectively on behalf of all shareholders in that the Continuing Directors are 
likely to be more knowledgeable than the individual shareholder in assessing the business and prospects of 
Genstar. The Board of Directors is also of the view that the only meaningful negotiations likely to be conducted 
regarding such a Business Combination would be with the Continuing Directors. Although there is no 
requirement in the Fair Price Provision that a Business Combination negotiated by the Continuing Directors 
meet any minimum price or form of consideration requirements, the Board of Directors believes that the 
shareholders are more likely to be fairly treated in a transaction negotiated by the Continuing Directors than in 
one proposed by an Interested Shareholder without the approval of the Continuing Directors. 


The Fair Price Provision is designed to protect minority shareholders from a purchaser utilizing two-tier 
pricing and similar, possibly inequitable, tactics in an attempt to take over Genstar. The Fair Price Provision is 
not designed to prevent tender offers or take-over bids for, or Business Combinations with, Genstar. The Fair 
Price Provision does not prevent a tender offer or take-over bid followed by a second-step Business 
Combination in which all shareholders receive substantially the same price for their shares or which the Board 
of Directors has approved in the manner described herein. Except for the restrictions on certain Business 
Combinations, the Fair Price Provision will not prevent a holder of a controlling interest from exercising control 
over Genstar or prevent such holder from increasing its share ownership interest. 


It also should be noted that while the Fair Price Provision is designed to help assure fair treatment of all 
shareholders in the event of a take-over, the minimum price criteria of the Fair Price Provision does not assure 
that shareholders will receive a premium price for their shares in a take-over. Accordingly, the Board of 
Directors is of the view that the adoption of the Fair Price Provision would not preclude the Board of Directors’ 
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opposition to any future take-over proposal which it believes not to be in the best interests of Genstar and its 
shareholders, whether or not such a proposal purports to satisfy the minimum price criteria and other 
requirements of the Fair Price Provision. 


Tender offers, take-over bids or other non-open-market acquisitions of stock are usually made at prices 
above the prevailing market price of a company’s shares. In addition, acquisitions of shares by persons 
attempting to acquire control through market purchases at least temporarily may cause the market price of the 
shares to reach levels which are higher than would otherwise be the case. The Fair Price Provision may 
discourage such purchases, particularly those of less than all Genstar’s shares, and thereby may deprive 
holders of Genstar’s shares of an opportunity to sell their shares at a temporarily higher market price. Because 
of the higher percentage requirements for shareholder approval of any subsequent Business Combination and 
the possibility of having to pay a higher price than it might otherwise offer to remaining shareholders in such a 
Business Combination, it may become more costly for a purchaser to acquire control of Genstar. The Fair 
Price Provision therefore may decrease the likelihood that a tender offer or take-over bid will be made and, as 
a result, may adversely affect those shareholders who would desire to participate in such a tender offer or take- 
over bid. A potential purchaser of shares seeking to obtain contro! also may be discouraged from purchasing 
shares because the affirmative vote of not less than eighty percent (80%) of the votes represented by the 
Voting Shares would be required in order to change or eliminate these provisions, unless such change or 
elimination was recommended by a majority of the Continuing Directors. The provisions of the Fair Price 
Provision would not necessarily discourage persons who might be willing to seek control by acquiring Voting 
Shares representing eighty percent (80%) of the votes. 


In certain cases, the Fair Price Provision’s minimum price requirements, while providing objective pricing 
criteria, could be arbitrary and not indicative of value. In addition, an Interested Shareholder may be unable to 
comply, as a practical matter, with the form of consideration and procedural requirements of the Fair Price 
Provision. 


Another effect of adoption of the Fair Price Provision would be to give veto power to the holders of a 
minority of the Voting Shares with respect to a Business Combination which is opposed by the Continuing 
Directors but which the holders of a majority of shares may believe to be desirable and beneficial. (See 
‘Voting Shares and Principal Holders Thereof’ at page 10 of this Proxy Statement for information as to the 
ownership of Voting Shares by principal holders and Genstar directors and officers.) In addition, because in 
the absence of compliance with the minimum price and other requirements only the approval of a majority of 
the Continuing Directors will reduce the requisite shareholder vote required for business combinations, the 
Article Amendments may tend to insulate current directors, including Continuing Directors who may be officers 
of Genstar, against the possibility of removal in the event of a take-over bid. 


Increased Shareholder Vote for Amendment of Certain Provisions of the Articles 


As permitted by the Act, the Article Amendments would require the affirmative vote of not less than eighty 
percent (80%) of the votes represented by the Voting Shares for the amendment or repeal of, or adoption of 
any provisions inconsistent with, the Article Amendments. The requirement of an increased shareholder vote is 
designed to prevent a single shareholder or group of shareholders holding only two-thirds of the Voting Shares 
represented at a particular meeting from avoiding the requirements of the Article Amendments by simply 
amending some or all of their provisions again. In addition, the Article Amendments would require such eighty 
percent (80%) vote to continue Genstar under the laws of another jurisdiction. This provision is intended to 
prevent the avoidance of the requirements contained in the Amendments which would occur if Genstar were 
continued under the laws of a jurisdiction which would not give effect to the Amendments. 


The Article Amendments also would require the affirmative vote of at least eighty percent (80%) of the 
votes represented by the Voting Shares for the amendment, alteration or repeal of, or adoption of any provision 
inconsistent with, the current provisions of the Articles giving the Board of Directors the power to fix the 
number of shares in, and to determine the designations, rights, privileges, restrictions and conditions attaching 
to, the shares of each series of Genstar’s Preferred Shares and Second Preferred Shares. See “Overall 
Purposes and Effects of the Amendments,’’ at page 15 of this Proxy Statement, for a description of such 
provision. This required vote also would be in addition to any separate vote of any class or series of Preferred 
Shares or Second Preferred Shares then outstanding which may be required. 
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The Board of Directors believes that the continued availability of Second Preferred Shares provides 
Genstar with important flexibility in structuring possible future financings, in taking advantage of attractive 
acquisition opportunities and in achieving other proper corporate purposes. The requirement of an increased 
shareholder vote to amend the provisions with respect to such shares is designed to prevent a single 
shareholder or group of shareholders holding only two-thirds of the Voting Shares represented at a particular 
meeting from removing such flexibility. The Board of Directors has no arrangements, agreements, 
understandings or plans at the present time for the issuance or use of such Second Preferred Shares except 
pursuant to its 1979 Stock Purchase Plan. 


As discussed above at page 16 of this Proxy Statement, the terms of the Preferred Shares and the Second 
Preferred Shares, or of a series thereof, could under certain circumstances create an additional impediment to 
a person seeking to effect a take-over or otherwise gain control of Genstar. The Board of Directors does not 
intend, however, to issue any Preferred Shares or Second Preferred Shares except on terms which the Board 
of Directors deems to be in the best interests of Genstar and its shareholders. 


This provision requiring a higher shareholder vote for the amendment of certain provisions of the Articles 
would be inapplicable where the proposed amendment or alteration was approved by two-thirds of the entire 
Board of Directors and a majority of the members of the Board acting upon such matter were Continuing 
Directors. 


increased Shareholder Vote for Amendment of Certain Provisions of the By-Laws 


Under the Act, amendments to the By-laws ordinarily require the approval of a majority of the votes cast at 
a meeting of shareholders. The Act also permits inclusion in the Articles of a provision which requires a greater 
vote than the vote otherwise required by law. As permitted by these provisions of the Act, the Article 
Amendments would require the affirmative vote of the holders of at least two-thirds of the votes represented by 
the Voting Shares for the amendment, alteration or repeal of, or adoption of any provisions inconsistent with, 
the By-Law Amendments. 


The requirement of an increased shareholder vote is designed to prevent a single shareholder or group of 
shareholders holding only a majority of the Voting Shares represented at a particular meeting from avoiding the 
requirements of the By-Law Amendments by simply amending some or all of their provisions again. This 
provision would be inapplicable, however, where the proposed amendment or alteration was approved by two- 
thirds of the entire Board of Directors and a majority of the Board acting on this matter were Continuing 
Directors. 


In summary, to the extent the Article Amendments may restrict the ability of a substantial shareholder to 
take sudden control of Genstar and frustrate or remove the incumbent members of the Board of Directors, 
even where such shareholder is dissatisfied with their performance, the Article Amendments may make 
Genstar less attractive for a take-over and may have the effect of entrenching incumbent management and the 
Board of Directors or, at a minimum, it may encourage a substantial shareholder to first negotiate with Genstar 
in order to effectuate a Business Combination. 


See pages 5 through 12 of this Proxy Statement for a discussion of the Common Shares, Preferred Shares 
and Second Preferred Shares of Genstar held by directors, officers and principal shareholders of Genstar. On 
March 1, 1985, the directors and officers as a group owned or had the right to acquire under options 
exercisable on or prior to March 22, 1985 (including the shares subject to an agreement with the private 
corporation and the holdings of the general partnership referred to on pages 11 and 12 of this Proxy 
Statement, which are attributable to such group), 1,160,682 Common Shares and 656,904 Second Preferred 
Shares which would be Voting Shares for purposes of the Article Amendments. Assuming all such options 
were exercised, these shares would represent approximately 5.1% of the votes represented by the Voting 
Shares. 


The Speciai Resolution to approve the Article Amendments requires the affirmative vote of the holders 
of not less than two-thirds of the votes cast on the Special Resolution. 
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THE BOARD OF DIRECTORS RECOMMENDS THAT YOU VOTE FOR THE AMENDMENT TO THE 
ARTICLES CONCERNING HIGHER SHAREHOLDER VOTE FOR CERTAIN BUSINESS COMBINATIONS 
AND OTHER MATTERS. 


STOCK OPTION, STOCK PURCHASE AND OTHER BENEFIT PLANS 


Employee Incentive Stock Option Plan 


The Genstar Employee Incentive Stock Option Plan (the ‘‘1965 Plan’) was adopted on November 17, 
1965. Under the 1965 Plan, options with respect to common shares may be granted by the Board of Directors 
or a committee thereof to designated Genstar officers and employees covering a total of 462,000 common 
shares at an option price of not less than 90% of the last sale price of the common shares on a recognized 
stock exchange on the business day next preceding the date of the grant. The 1965 Option Plan grants to the 
Board of Directors, subject to the provisions of the Plan, the discretion to designate the term during which the 
option is exercisable and the number of shares in respect of which the option may be exercised during certain 
periods of the term set for exercise of the option. On July 19, 1984, the Board of Directors amended the stock 
option agreements under the 1965 Plan to provide that the options granted shall become immediately 
exercisable upon the occurrence of an event constituting a change of control (as defined below). Options 
granted on or after March 1, 1973 expire ten years from the date of the grant. Also, options expire upon 
termination of the optionee’s employment with Genstar, as a result of voluntary retirement (other than under the 
Genstar Retirement Plan) or dismissal for cause. A ‘“‘change of control’, for purposes of the 1965 Plan, shall 
occur if (i) any person, partnership, corporation, trust or similar entity or group acquires after June 1, 1984, 
more than 25% of the voting securities of Genstar in a transaction or series of transactions not consented to by 
the Board of Directors, or (ii) at any time during any two-year period a majority of the Board of Directors is not 
comprised of individuals who were members of the Board of Directors at the commencement of such two-year 
period. For the purposes of the definition of change of control, the term ‘“‘group”’ shall mean persons who act 
in concert as described in Section 14(d)(2) of the Securities Exchange Act of 1934, as amended. The 1965 
Plan further provides that the options are non-transferable except to the optionee’s estate or heirs in the event 
of death. 


No options were granted or exercised under the 1965 Option Plan for the period commencing January 1, 
1984 and ending March 1, 1985. 


1982 Employee Incentive Stock Option Plan 


The 1982 Incentive Stock Option Plan (the ‘‘1982 Plan’’) was approved by Genstar’s Board of Directors 
on September 22, 1982 and by the shareholders on May 11, 1983. Under the 1982 Plan, options to purchase 
up to 1,000,000 common shares and stock appreciation rights (““SAR’s’”’) may be granted by the Executive 
Remuneration Committee of the Board of Directors to officers and key employees of Genstar and its 
subsidiaries who make substantial contributions to the Corporation. Incentive stock options granted under the 
1982 Plan are intended to meet the requirements of Section 422A of the U.S. Internal Revenue Code. The 
option price per share is the mean of the high and low selling prices of the common shares on the New York 
Stock Exchange on the date of the grant. Such options are exercisable within time periods specified by such 
Committee at the time of the grant, but no more than 10 years after such grant. The option price is payable in 
cash or in the discretion of such Committee in common shares surrendered by the participant at fair market 
value on the date of the exercise. The Committee, in its discretion, upon surrender of an option may authorize 
a cash payment equal to the excess of the aggregate fair market value of the shares covered by such option 
over the aggregate purchase price therefor; provided, however, that such cash payment may be in a higher 
amount in the event of the occurrence of a change of control of Genstar (the term “‘change of control’ has 
generally the same meaning as in the 1965 Plan). Unexercised options terminate when a participant ceases to 
be an employee except under certain limited circumstances that may be specified in the terms of the option. 
Incentive Stock Options are transferable only upon death and are not exercisable while any other Incentive 
Stock Options previously granted to the employee remain unexercised. The fair market value of common 
shares for which an employee may be granted incentive stock options in any calendar year shall not exceed 


$100,000 plus unused carryovers. 
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Non-qualified options and SAR’s may also be granted under the 1982 Plan. Non-qualified options are 
subject to most of the same terms and conditions as incentive stock options except that no requirement exists 
(i) as to a minimum holding period, (ii) that such options be exercised in the sequence of grants and (iii) as to 
the aggregate fair market value of options which may be granted to one employee. SAR’s may be granted in 
connection with all or any part of any option granted under the 1982 Plan either at the time of grant of such 
option or at any time during the term of such option. SAR’s entitle the holder to surrender the related option 
and to receive, without payment to the Corporation, an amount equal to the excess of the fair market value of 
the common shares covered by such option on the effective date of such exercise, over the aggregate 
purchase price of such common shares, payable in the form of common shares or cash, or a combination 
thereof, as determined by the Executive Remuneration Committee. If a change of control of Genstar has 
occurred and, if the SAR relates to a non-qualified option, payment may be in a higher amount as determined 
in the 1982 Plan. To the extent that SAR’s are exercised, the option in connection with such SAR’s shall be 
deemed to have been exercised for purpose of the limitation as to the number of common shares for which 
options may be granted under the 1982 Plan. 


During 1984, the Corporation granted to two officers options to purchase 2,400 common shares and to 85 
other employees of the Corporation or its subsidiaries options to purchase a total of 53,425 common shares, all 
at a price of $19.50 per share. During the 30 days preceding such grant, the high and low sales prices of 
Genstar’s common shares on the New York Stock Exchange were, respectively, $19.75 and $18.50. During 
1984, an officer of the Corporation exercised options to purchase 130 shares at $10.88 per share and 425 
shares at $17.875 per share, totaling $9,011.28. During the 30 days preceding such exercise, the high and 
low sales prices of Genstar’s common shares on the New York Stock Exchange were, respectively, $21.50 and 
$18.50. No other options have been granted to or exercised by directors or officers of Genstar under the 1982 
Plan since January 1, 1984. 


The Revised 1969 Stock Purchase Plan 


The 1969 Stock Purchase Plan (the ‘‘1969 Plan’) was adopted by Genstar as of February 25, 1969. 
Revisions to the 1969 Plan were approved by the Board of Directors on March 10, 1983 and by the 
shareholders on May 11, 1983 (the “Revised 1969 Plan’). The Revised 1969 Plan authorized the Board of 
Directors or a committee thereof to issue up to 1,500,000 common shares to officers and employees of the 
Corporation and its subsidiaries. 


The price per share at which shares may be purchased is set at the time of grant, but in no event is less 
than 90% of the mean of the high and low selling prices of Genstar common shares on The Toronto Stock 
Exchange on the last business day preceding the date of the resolution of the Directors authorizing the grant. 


The Revised 1969 Plan provides that Genstar or any of its wholly-owned subsidiaries may lend to 
participants up to 99% of the purchase price at an interest rate of 5% per annum or any other rate authorized 
by the Board of Directors. The Revised 1969 Plan authorized the Directors to establish the terms for such 
loans, which must require the repayment of principal beginning not less than 30 months after the purchase 
date and the payment of installments aggregating not less than 17% of the loan amount within nine years of the 
purchase date, with the balance due no later than on the 10th anniversary of the purchase date. Under the 
Revised 1969 Plan, common shares which are subscribed for by a participant are to be held by the trustee 
under the 1969 Plan (the ‘‘Trustee’’) as collateral security for the participant’s repayment of the principal and 
interest on the loan used to purchase the shares but can only be voted upon written instructions from the 
participant. 


In the event that a participant defaults in payment of any installment on any loan made pursuant to the 
Revised 1969 Plan or ceases to be an employee of Genstar, or becomes bankrupt, or upon the occurrence of 
certain other events, then the entire balance of the loan made to such participant becomes immediately due 
and payable, and the Trustee shall, upon Genstar’s instructions, sell the common shares held for the benefit of 
the participant and apply the proceeds thereof to the participant’s liabilities. If there is a deficiency, the 
Directors have the discretion to determine that the deficiency no longer constitutes a debt to the Corporation. 
The trustee is Canada Permanent Trust Company, a Genstar subsidiary, and may be replaced by the Directors. 
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While the benefits conferred by the 1969 Plan are substantially similar to those of the Revised 1969 Plan, 
the 1969 Plan was structured somewhat differently. Under the 1969 Plan, the trustees, who presently are the 
members of Genstar’s Executive Remuneration Committee, acquired common shares of Genstar (with funds 
provided by Genstar) for subsequent purchase by participants at the same price paid by the trustees. As with 
the Revised 1969 Plan, loans to participants of up to 99% of the purchase price could be made, with the 
balance payable upon such terms and conditions as the trustees determined. All presently outstanding loans 
provide for payment of the balance within seven years, with interest at the rate of 5% per annum payable on the 
unpaid balance. 


From January 1, 1984 to March 1, 1985, six officers of the Corporation purchased 3,600 common shares 
and 65 other employees of Genstar or officers or employees of its subsidiaries purchased 61,675 common 
shares under the Revised 1969 Plan at a price per share of Cdn. $25.62, and the Corporation made loans 
pursuant to the Revised 1969 Plan totalling Cdn. $1,650,319 to such officers and employees of the 
Corporation or its subsidiaries in connection with the purchase of such 65,275 shares under the Revised 1969 
Plan. 


The 1979 Stock Purchase Plan 


The 1979 Stock Purchase Plan was approved by the shareholders on May 9, 1979 (the ‘1979 Plan’’). 
The 1979 Plan authorizes the Board of Directors to designate one or more series of the Second Preferred 
Shares available under the 1979 Plan for sale to officers and key employees of Genstar and its subsidiaries for 
the purpose of providing recognition and incentive to these employees. Not more than 2,000,000 Second 
Preferred Shares (convertible into not more than 2,000,000 common shares) may be awarded under the 1979 
Plan. The terms of the Second Preferred Shares are established by the Board of Directors. However, all 
shares are entitled to one vote, non-cumulative dividends, priority over common shares on liquidation and 
each share may be converted at any time for a period of ten years into Genstar common shares. No award 
may be granted under the 1979 Plan after May 1, 1989. The price per share at which an award may be 
granted is established at the time of grant but may not be less than 25% (assuming an initial formulated 
conversion rate of approximately one quarter of a common share for each such Second Preferred Share) of the 
average per share selling price for board lots of common shares on the New York Stock Exchange on the 
business day preceeding the date of the resolution of the Directors authorizing the grant. 


Within certain limits, based on prevailing market prices for Genstar’s common shares, the Board may 
establish the conversion formula by designating particular series of shares to be issued under the 1979 Plan. 
With respect to all outstanding shares issued under the 1979 Plan, the maximum possible conversion ratio is 
one Second Preferred Share to two common shares. Such shares are not transferable except on death. 


Under the 1979 Plan, Genstar or any of its subsidiaries may lend to participants up to 99% of the purchase 
price of the Second Preferred Shares at an interest rate set by the Board of Directors or pursuant to authority 
granted by the Board. Such loans are payable in annual installments, beginning two years after the purchase 
date, with installments aggregating 17% of the loan amount due nine years following the purchase date, and 
the balance due on the 10th anniversary of the purchase date. See ‘Indebtedness of Management”’ at page 
31 of this Proxy Statement. 


Pursuant to amendments to the 1979 Plan adopted by the Board of Directors on September 22, 1982, all 
participants in the 1979 Plan are required to enter into agreements with Genstar subordinating, to the right of 
the holders of Genstar’s Preferred Shares and other Second Preferred Shares, the participants’ rights to 
receive in respect of the Second Preferred Shares issued under the 1979 Plan any payment or any property or 
assets in the event of liquidation, dissolution or winding-up of Genstar or other distribution of assets of Genstar 
among shareholders for the purpose of winding up its affairs. 


During the period from January 1, 1984 to March 1, 1985, Messrs. MacNaughton, Turner, Bannister, 
Holman and Michals purchased 21,250, 21,250, 3,000, 5,000 and 4,500 SP-84 shares, respectively, under 
the 1979 Plan. All officers and directors as a group purchased 68,500 SP-84 shares under the 1979 Plan. 
Each SP-84 share was convertible, on the date of issuance, into approximately one-half of a common share, 
and was issued at $9.80 per share. From January 1, 1984 to March 1, 1985, the Corporation made loans 
pursuant to the 1979 Plan totalling $792,168 to 21 officers, directors or employees of the Corporation or its 
subsidiaries in connection with the purchase of an aggregate of 81,650 SP-84 shares under the 1979 Plan at 
an interest rate of 10% calculated semi-annually. 
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Salaried Employees’ Thrift Plan 


Effective April 1, 1983, the Genstar Company Salaried Employees’ Thrift Plan (the “Thrift Plan’’) was 
introduced for use by employees of the Corporation’s United States subsidiaries. The Thrift Plan permits an 
employee to contribute from 3% to 6% of his or her regular earnings to an investment account, with the 
employer making a contribution of 25% of the employee’s contribution. Effective January 1, 1984, the Thrift 
Plan was amended to raise the maximum employee contribution to 10% of his or her earnings; however, the 
employer's maximum contribution is 1.5% of the employee’s earnings. The combined contributions are 
invested in either a short term investment fund, a diversified equity fund, a Genstar common share fund, or a 
combination of such funds, as chosen by the employee. 


The employee’s contribution is deducted from his or her taxable income, and, until withdrawal, the 
earnings of the employer's and employee’s combined contributions accumulate tax free, pursuant to Section 
401(k) of the U.S. Internal Revenue Code. Except for hardship withdrawals and termination of the plan, 
payments may be made only upon the employee’s retirement, death or termination of employment. Upon 
distribution of an employee’s entire account, the distributed amount is generally taxable as ordinary income, 
but may be subject to the moderating effect of a 10-year forward averaging rule. 


During the period from January 1, 1984 to March 1, 1985, the Corporation contributed $6,813, $6,813, 
$2,594, $3,544 and $3,133 for the accounts of Messrs. MacNaughton, Turner, Bannister, Holman and 
Michals, respectively, under the Thrift Plan and contributed $34,260 for the accounts of all officers and 
directors as a group. 


RETIREMENT PLANS 
Employee Retirement Plans 

Genstar and its subsidiaries maintain retirement plans for all salaried employees, including directors who 
are officers of Genstar. Contributions for all covered employees are determined by Genstar’s actuaries. While 
under these plans benefits are based upon years of service and compensation, there are differences among 
the plans, including benefit formulations and related requirements as to employee contributions, and variations 
caused by differences in deductions and payments under the Canada Pension Plan and the United States 
Social Security program. No contribution was required to be made in 1984 to the plans for salaried employees 
under which officers and directors are entitled to receive benefits. 

The Board of Directors of Genstar, subject to the approval of the Pension Benefit Guarantee Corporation 
and the Internal Revenue Service, has terminated as of December 31, 1984, the Restated Genstar Company 
and Affiliated Companies Retirement Plan (the ‘Former Retirement Plan’’) for its U.S. salaried employees. If 
the termination is so approved, each qualified participant in the Former Retirement Plan will become fully 
vested as of the termination date in the benefits accrued as of that date. Such vested benefits will be funded 
either through the purchase by Genstar of annuity contracts, or by such alternate insurance arrangement with a 
company as may be approved by the regulatory authorities. Termination of the Former Retirement Plan will 
permit the excess assets thereof to be recovered by Genstar after obtaining regulatory approvals. 

On January 1, 1985, Genstar instituted a new defined benefit plan (the ‘‘1985 Retirement Plan’) for U.S. 
salaried employees to replace the Former Retirement Plan. Covered employees under the Former Plan 
automatically became participants in the 1985 Retirement Plan. The 1985 Retirement Plan is similar to the 
Former Retirement Plan in all material respects except that the level of benefits under the 1985 Retirement 
Plan is higher for the same length of service and comparable compensation. The establishment of the 1985 
Retirement Plan will require Genstar to make annual contributions to assure compliance with minimum funding 
rules. Under the 1985 Retirement Plan, full credit for vesting and benefit accrual purposes will be given to all 
participants under the Former Retirement Plan. As a result, benefits under the 1985 Retirement Plan will be 
offset by any benefits accrued and payable under the Former Retirement Plan. 
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The following tables set forth estimated annual retirement benefits which may be payable to Genstar 
employees in specified years-of-service and average salary classifications under the Corporation’s Canadian 
Retirement Plan, the 1985 Retirement Plan and the Former Retirement Plan. Under the plans, average salary 
is based upon an employee’s average earnings, excluding bonuses and directors’ fees, in the highest 60 
consecutive calendar months of earnings during his or her last 120 months preceding retirement. At present, 
the maximum benefit payable under retirement plans qualified under the Income Tax Act of Canada is 
approximately Cdn. $60,000 per year and under the U.S. Internal Revenue Code is $90,000 per year. 


Canadian Retirement Plan 
(Cdn. $) 


Years of Credited Service 


Average Salary 15 20 25 30 35 
$ 50,000 $ 13,128 $ 17,504 $ 21,880 $ 26,256 $ 30,632 
100,000 28,128 37,504 46,880 56,256 65,632 
200,000 58,128 77,504 96,880 116,256 135,632 
300,000 88,128 117,504 146,880 176,256 205,632 
400,000 108,128 157,504 196,880 236,256 275,632 


1985 Retirement Plan 
(U.S. $) 


Years of Credited Service 


Average Salary 15 20 25) 30 35 
$ 50,000 $ 10,998 $ 14,650 SO G.one $ 21,974 $ 25,638 
100,000 23,846 31,792 39,742 47,687 55,638 
200,000 49,562 66,076 82,600 99,113 115,638 
300,000 TOCLO 100,360 125,458 150,539 175,638 
400,000 100,994 134,644 168,316 201,965 235,638 
Former Retirement Plan 
(U.S. $) 
Years of Credited Service 
Average 
Salary 18 20 25 30 35 
¢ 50,000 $ 8,845 $4,799 $ 14,742 $ 17,689 $ 20,638 
$100,000 19,560 26,078 32,599 39,116 45,638 
$200,000 40,990 54,648 68,314 S197 95,638 
$300,000 62,420 83,218 104,029 124,826 145,638 
$400,000 83,850 111,788 139,744 167,681 195,638 


Supplemental Executive Retirement Plan 


The Supplemental Executive Retirement Plan (the ““SERP”’) is a non-qualified plan approved by the Board 
of Directors on July 19, 1984, intended to provide supplemental lifetime retirement income to designated 
executives to compensate for limitations of U.S. and Canadian tax legislation, absence of incentive 
compensation in the normal pension plans, and short-service executives. Participants in the SERP are the 
Corporation’s executive officers and division presidents. 


Benefits are based upon 60% of the average base salary and the average incentive award during the 
highest five years within the last ten years prior to retirement (‘““Average Compensation’). The average 
incentive award is subject to certain maximums as is the total annual benefit allowed, which cannot exceed 
75% of final pre-retirement salary. The maximum benefit payable under the SERP is reduced by (i) pensions 
earned under the Corporation’s retirement plans, (ii) one-half of the amount to be received from Social Security 
and Canadian federal and provincial pension plans, and (iii) the equivalent annuity value, if any, of retirement 
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programs provided by prior employers. An individual is not eligible to receive benefits under the SERP unless 
he (i) retires from a designated position, (ii) has participated in the plan for three years and (iii) has attained age 
55. The maximum benefits described above are earned with a minimum of 15 years of service and full service 
with the Corporation until age 63. 


The following table sets forth the maximum estimated annual benefits payable to SERP participants in the 
specified years of service and Average Compensation classifications, before deductions for pensions, social 
security or other retirement programs as described above. 


Supplemental Executive Retirement Plan 
(U.S. $) 


Years of Credited Service 


Average 
Compensation 5 Yrs. 10 Yrs. LOMMIS: 


$100,000 $ 20,000 $ 40,000 $ 60,000 
200,000 40,000 80,000 120,000 
300,000 60,000 120,000 £180,000 
400,000 80,000 160,000 240,000 
500,000 100,000 200,000 300,000 


As of December 31, 1984, the total years of credited service under the Canadian Retirement Plan, the 
1985 Retirement Plan and the Former Retirement Plan for Messrs. MacNaughton, Turner, Bannister, Holman 
and Michals were 28, 21, 17, 28 and 11, respectively. As of such date and of such persons, only Messrs. 
Bannister and Holman met all of the eligibility requirements for benefits payable under the SERP and, after 
deductions for payments to be received under the Corporation’s retirement plans and United States and 
Canadian social security programs, Messrs. Bannister and Holman would be entitled to receive annually 
$78,647 and $54,016, respectively, under the SERP. 


During 1984, the Corporation paid an aggregate of Cdn. $151,921 on account of supplemental annual 
pensions previously awarded to two former officers who are directors of the Corporation, such pensions being 
payable monthly for the life of the respective recipients with payments guaranteed for a minimum of five years. 
These supplemental pensions are in addition to normal pension benefits payable to such persons under the 
Canadian Retirement Plan. 


DIRECTORS’ AND OFFICERS’ LIABILITY INSURANCE 


Genstar provides liability insurance for its directors and officers in those capacities as well as for the 
directors and officers of its subsidiaries. The premium for the year 1984 was $121,950, which premium cannot 
be readily allocated as between the officers and directors of Genstar and its subsidiaries. Such premium was 
paid by Genstar. The policy will pay 100% of the excess over $5,000 (per director or officer, subject to a 
maximum deductible of $15,000 per loss) for each loss to a maximum annual limit of $100 million. Under the 
policy Genstar is insured against any loss arising out of any liability to indemnify a director or an officer. 
Individual directors and officers are insured against any loss arising out of any wrongful act, excluding criminal 
acts and those acts which result in personal profit. 
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INDEBTEDNESS OF MANAGEMENT 


Genstar has made housing assistance loans to those officers who have relocated to the Corporation’s 
executive office in San Francisco, California. These loans, secured by mortgages or promissory notes, are 
repayable with interest at 6% per annum over a period of ten years. Loans also were made to officers in 
connection with the relocation of the Corporation’s Registered Office to Vancouver, British Columbia, and in 
connection with the exercise of rights under the 1969 Stock Purchase Plan, 1979 Stock Purchase Plan and the 
Management Stock Purchase Plan, some at no interest and others at interest from 5% to 10% per annum, 
depending on the plan and the time at which stock purchases were made by an officer. On July 19, 1984 the 
Board of Directors adopted certain amendments to such housing assistance loans. The amendments provide 
that the maturity of the loans will not be accelerated upon the termination of the recipient's employment 
following a change of control. With respect to such housing assistance loans and indebtedness incurred in 
relation to such stock plans, the largest aggregate amount of indebtedness outstanding from January 1, 1984 
to March 1, 1985 of Messrs. MacNaughton, Turner, Bannister, Holman and Michals was $1,682,016, 
$1,682,016, $494,312, $359,680 and $346,645, respectively, and the amount of indebtedness outstanding as 
of March 1, 1985 was $1,650,590, $1,650,590, $312,691, $232,540 and $335,099, respectively. The largest 
aggregate amount of such indebtedness outstanding from January 1, 1984 to March 1, 1985 of other officers 
of the Corporation, namely Messrs. John A. West, J. Ernest Hartz, Jr., Paul J. Kehoe, Richard D. Paterson, 
John H. Chase, Arthur W. Falk, Robert D. MacLean, C.J. Byrne McNamara, Lorimer E. Whitworth, Paul T. 
Coté, Bryan W. Bennett, Hugh W. McAdams, Henri P. Lafleur and Robert A. McCully was $311,123, $59, 143, 
$305,980, $178,832, $30,266, $148,143, $58,894, $16,992, $47,416, $24,979, $5,764, $192,080, $81,834, 
and $13,581, respectively, and the amount of indebtedness outstanding as of March 1, 1985 was $296,273, 
$58,877, $290,475, $172,130, $30,144, $131,832, $58,894, $16,992, $46,942, $24,979, $5,764, $172,042, 
$79,632 and $1,266, respectively. 


INTEREST OF DIRECTORS IN CERTAIN TRANSACTIONS 


Genstar has a consulting agreement with a company in which Mr. de Bar, a director of Genstar, retains the 
beneficial interest. Under the agreement such company was paid fees totalling $178,500 in respect of 1984. 
The consulting services provided by this company are independent of the services Mr. de Bar rendered as a 
director of Genstar. Unless earlier terminated, the consulting agreement will terminate on December 31, 1985. 
From April 1, 1983 until December 31, 1985, Genstar has paid and will continue to pay varying consulting fees 
under the agreement of at least $150,000 per year. 


Mr. Volk, a director of Genstar, is a partner of the firm of Shearman & Sterling, a law firm which Genstar 
has retained since 1969. 


During December, 1984, a wholly-owned subsidiary of the Corporation and a wholly-owned subsidiary of 
Cimenteries CBR Cementbedrijven S.A. (““CBR’’), a company controlled by SGB and of whose Board of 
Directors Messrs. de Bar and du Parc, directors of Genstar, are members, entered into a joint venture 
agreement (the ‘“‘Agreement’’) to engage in the production and marketing of cement and cement-related 
products in the United States. Under the Agreement, CBR acquired a 13% equity interest in the joint venture 
for a purchase price of approximately $10,000,000 with an option, exercisable for eight years, to purchase an 
additional 37% (up to a maximum of 50%) at the then market value, provided that the market value is at least 
equal to the then book value. The Genstar subsidiary contributed cement manufacturing assets consisting 
primarily of land, plant and equipment to the joint venture. The operations of the joint venture are conducted 
under the direction of a management committee. The Genstar subsidiary has the right to appoint a majority of 
the members of the management committee until CBR exercises its option and acquires 50% of the joint 
venture. In the event CBR exercises the option, CBR and the Genstar subsidiary each would have the right to 
appoint 50% of the members of the management committee. The transaction was approved by the 
disinterested directors of Genstar. 
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APPOINTMENT OF AUDITORS 


If no contrary instruction is indicated in such proxy, the persons named in the printed portion of the 
accompanying form of proxy for use at the Annual and Special Meeting intend to vote such proxy in favour of 
the appointment of Messrs. Coopers & Lybrand, Chartered Accountants, as auditors of Genstar to hold office 
until the next Annual Meeting of Shareholders. Arrangements have been made for one or more representatives 
of Messrs. Coopers & Lybrand to attend the Annual and Special Meeting to answer appropriate questions. 


PROPOSALS BY SHAREHOLDERS FOR 1986 ANNUAL MEETING 


If any shareholder wishes to present a proposal for action at the 1986 Annual Meeting, such proposal 
must be received by the Secretary of the Corporation at Genstar’s Registered Office, no later than February 7, 
1986, in order to be considered for inclusion in the Corporation’s proxy statement and form of proxy. 
Shareholders desiring to suggest candidates for director nominees should advise the Secretary of the 
Corporation, in writing, by December 31 of the year preceding the Annual Meeting of Shareholders and include 
sufficient biographical material to permit an appropriate evaluation. 


OTHER MATTERS 


As of the date of mailing of this Proxy Statement to shareholders, the Board of Directors and management 
of Genstar know of no amendment or variation of the matters referred to in the Notice of Meeting. However, if 
any such amendment or variation or other business should properly be brought before the meeting, the 
accompanying form of proxy confers discretionary authority upon the persons named therein to vote upon any 
such amendment or variation of the matters referred to in the Notice of Meeting or on such other business in 
accordance with their best judgment. 


The contents of this proxy statement and the sending thereof have been approved by the directors of 
Genstar. 


Dated at Vancouver, British Columbia, Canada as of March 1, 1985. 


Paul T. Coté 
Secretary 
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EXHIBIT A 


RESOLUTION CONFIRMING AMENDMENTS TO BY-LAWS 


Resolved that the following text of sections (a) and (c) of Article | of By-law CBCA | of the Corporation, as 
amended by the Directors on July 19, 1984 and further amended on March 6, 1985, is hereby confirmed, to 
wit: 


‘“(a) PLACE, TIME AND NOTICE 


Subject to the laws governing the Corporation, meetings of shareholders of the Corporation shall be 
held at the registered office of the Corporation or at such other place and at such time as the Board of 
Directors, or the Chairman of the Board, if any, or in his absence or in the event of his inability or refusal or 
failure to act, the Deputy Chairman of the Board, if any, or in his absence or in the event of his inability or 
refusal or failure to act, the Vice Chairman of the Board, if any, or in his absence or in the event of his 
inability or refusal or failure to act, the President or a Vice President who is a director, may determine from 
time to time. Notice of the time and place of a meeting of shareholders called at the will of the directors 
pursuant to the Canada Business Corporations Act shall be sent, at the discretion of the persons referred 
to above, not less than twenty-one (21) days nor more than fifty (50) days before the meeting. Notice of 
the time and place of a meeting of shareholders called upon the requisition of the shareholders pursuant 
to such Act shall be sent, at the discretion of the persons referred to above, not less than forty-five (45) 
days nor more than fifty (50) days before the meeting. 


(c) QUORUM, VOTING AND ADJOURNMENTS 


(A) Two (2) or more persons personally present, each of whom shall be entitled to vote thereat either 
personally or as the proxy of a shareholder or as the authorized representative of a body corporate or 
association that is a shareholder entitled to vote thereat, and representing either in their own right or by 
proxy or as such an authorized representative (i) in the case of an annual meeting, not less than fifteen 
percent (15%) of the votes that may be cast by the holders of the Quorum Shares (as defined in paragraph 
D) including not less than 25% of the votes that may be cast by the holders of the Registered Quorum 
Shares (as defined below) or (ii) in the case of a special meeting, not less than twenty-five percent (25%) of 
the votes that may be cast by the holders of the Quorum Shares, including not less than fifty percent (50%) 
of the votes that may be cast by the holders of the Registered Quorum Shares, shall constitute a quorum 
for an annual meeting of shareholders of the Corporation or for a special meeting of the shareholders of 
the Corporation or any class or series of them, respectively, subject, however, to (a) any special 
provisions set forth in the Articles of the Corporation with respect to any particular class or series of the 
shares of the Corporation and (b) the higher quorum requirements set forth in paragraph (B) below with 
respect to transacting any business specified therein. If at any such meeting a quorum shall not be 
present within thirty (30) minutes after the time appointed for the meeting, then the meeting shall be 
adjourned to such date being not less than seven (7) days later and to such time and place as may be 
determined by the Chairman of the meeting, with or without notice as he may decide, provided that if any 
notice be given it shall not be necessary in such notice to specify the purpose for which the meeting was 
originally called. At such adjourned meeting the holders of shares entitled to vote who are present or 
represented shall constitute a quorum thereat and may transact the business for which the meeting was 
originally called, provided, however, that at any such adjourned meeting the holders of not less than the 
percentage of shares specified in paragraph (B) below shall constitute a quorum for the purpose of 
transacting any business specified in such paragraph. Registered Quorum Shares, as used in this Article 
1(c), mean all those Quorum Shares of the Corporation which are not represented by bearer share 
warrants. 

(B) Two (2) or more persons representing not less than two-thirds of the votes that may be cast by the 
holders of the Quorum Shares shall constitute a quorum for the purpose of considering and voting on any 
resolution that (1) is submitted to the shareholders of the Corporation at an annual or special meeting of 
shareholders; (2) has not been approved by the affirmative vote of a majority of the Continuing Directors 
(as defined in paragraph D below); and (3) relates to any of the matters listed below: 


(i) the removal of any director or directors from office; 
(ii) the election of any director or directors; 
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(iii) the adoption of any plan or proposal for the continuation of the Corporation under the laws of 
another jurisdiction; 


(iv) any merger, amalgamation or consolidation of the Corporation or any Subsidiary (as defined 
in paragraph D) with (i) an Interested Shareholder (as defined in paragraph D) or (ii) any other 
corporation (whether or not itself an Interested Shareholder) which is, or after such merger, 
amalgamation or consolidation would be, an Affiliate or Associate (as such terms are defined in 
paragraph D) of an Interested Shareholder; 


(v) any sale, lease, exchange, mortgage, pledge, transfer or other disposition (in one transaction 
or a series of transactions) to or with an Interested Shareholder or an Affiliate or Associate of an 
Interested Shareholder of any assets of the Corporation or any Subsidiary, having an aggregate Fair 
Market Value (as defined in paragraph D) of not less than ten million dollars ($10,000,000); 


(vi) the issuance or transfer by the Corporation or any Subsidiary (in one transaction or a series 
of transactions) of any securities of the Corporation or any Subsidiary to an Interested Shareholder or 
an Affiliate or Associate of an Interested Shareholder in exchange for cash, securities or other 
property (or a combination thereof) having an aggregate Fair Market Value of not less than ten million 
dollars ($10,000,000); 


(vii) the adoption of any plan or proposal for the liquidation or dissolution of the Corporation 
proposed by or on behalf of an Interested Shareholder or an Affiliate or Associate of an Interested 
Shareholder; 


(viii) any reclassification of securities (including any subdivision or consolidation), capital 
reorganization or recapitalization of the Corporation, or any merger, amalgamation or consolidation of 
the Corporation with any Subsidiaries or any other transaction (whether or not with or into or otherwise 
involving any Interested Shareholder) which has the effect, directly or indirectly, of increasing the 
proportionate share of the outstanding shares of any class of shares carrying voting rights or any 
securities convertible into shares of any class of shares carrying voting rights of the Corporation or 
any Subsidiary which are directly or indirectly owned by an Interested Shareholder or an Affiliate or 
Associate of an Interested Shareholder; 


(ix) any agreement, contract or other arrangement providing for any one or more of the actions 
specified in clauses (iii) through (viii) above; or 


(x) the confirmation, amendment, alteration or repeal of, or adoption of any provision 
inconsistent with, Article 1(a) or Article 1(c) hereof, or the amendment, alteration, change or repeal of, 
or the adoption of any provision inconsistent with, any provision of the Corporation’s Articles. 


(C) In the event that a transaction referred to in any one of clauses (v), (vi) and (ix) of Article 1(c)(B) 
hereof is not required by the corporate laws governing the Corporation to be submitted to the shareholders 
of the Corporation and has not been approved by the affirmative vote of a majority of the Continuing 
Directors, such transaction shall be submitted to the holders of Voting Shares for their approval as 
required by the Articles of the Corporation and the provisions of Article 1(c)(B) hereof shall apply to any 
meeting of such holders called for such purpose. 


(D) For purposes of this Article 1(c): 


1. ‘‘Affiliate’’ and ‘“‘Associate’’ means a person who is an affiliate and associate, respectively, 
within the meaning of either (a) the Canada Business Corporations Act, as amended, as in effect on 
June 1, 1984, or (b) Rule 12b-2 of the General Rules and Regulations under the United States 
Securities Exchange Act of 1934, as amended, as in effect on June 1, 1984. 


2. ‘Beneficial Owner’? means a person who either (a) has beneficial ownership within the 
meaning of the Canada Business Corporations Act, as amended, as in effect on June 1, 1984, or (b) 
is a beneficial owner within the meaning ascribed to such term in Rule 13d-3 of the General Rules 
and Regulations under the United States Securities Exchange Act of 1934, as amended, as in effect 
on June 1, 1984. 
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3. ‘‘Continuing Director’? means (a) any member of the Board of Directors of the Corporation 
who (i) is neither an Interested Shareholder involved in or proposing the Significant Action as to which 
a vote of Continuing Directors is provided for hereunder, nor an Affiliate, Associate, employee, agent, 
or nominee of such Interested Shareholder, or the relative of any of the foregoing, and (ii) was a 
member of the Board of Directors prior to the time that such Interested Shareholder became an 
Interested Shareholder, and (b) any successor of a Continuing Director described in clause (a) who is 
recommended or elected to succeed a Continuing Director by the affirmative vote of a majority of 
Continuing Directors then on the Board of Directors. 


4. ‘Fair Market Value’’ means (i) in the case of shares, the highest closing sale price during the 
thirty (30) day period immediately preceding the date in question of such shares on the Composite 
Tape for New York Stock Exchange-Listed Stocks, or, if such shares are not reported on the 
Composite Tape, on the New York Stock Exchange, or, if such shares are not listed on such 
Exchange, on the principal securities exchange on which such shares are listed, or, if such shares are 
not listed on any such exchange, the highest closing bid quotation with respect to such shares during 
the 30 day period preceding the date in question on the National Association of Securities Dealers, 
Inc. Automated Quotations System or any system then in use, or, if no such quotation is available, the 
fair market value on the date in question of such shares as determined by a majority of the Continuing 
Directors in good faith; and (ii) in the case of property other than cash or shares, the fair market value 
of such property on the date in question as determined by a majority of the Continuing Directors in 
good faith. 


5. “Interested Shareholder’ means any person (other than the Corporation, any Subsidiary and 
any person which became an Interested Shareholder prior to June 1, 1984) who or which: 


(i) is the Beneficial Owner of shares representing more than ten percent (10%) of the votes 
that may be cast by the holders of Voting Shares; or 


(ii) is an Affiliate or Associate of the Corporation and at any time within the two-year period 
immediately prior to the date in question was the Beneficial Owner of shares representing ten 
percent (10%) or more of the votes that may be cast by the holders of Voting Shares; or 


(iii) is an assignee of, or has otherwise succeeded to, any Voting Shares of which an 
Interested Shareholder was the Beneficial Owner at any time within the two-year period 
immediately prior to the date in question, if such assignment or succession shall have occurred 
in the course of a transaction or series of transactions not involving a distribution, or deemed 
distribution, to the public within the meaning of the Canada Business Corporations Act, as 
amended, as in effect on June 1, 1984. 


6. For the purposes of determining whether a person is an Interested Shareholder pursuant to 
paragraph 5 of this Article 1(c)(D), the number of Voting Shares deemed to be outstanding shall 
include shares deemed owned by such person through application of paragraph 2 of this Article 
1(c)(D) but shall not include any other Voting Shares which may be issuable pursuant to any 
agreement, arrangement or understanding, or upon exercise of conversion rights, warrants or options, 
or otherwise. 


7. A “person’’ includes any individual, partnership, firm, body corporate, association, trust, 
trustee, executor, administrator, legal representative, unincorporated organization or other entity, as 
well as any syndicate or group deemed to be a person for purposes of Section 14(d)(2) of the United 
States Securities Exchange Act of 1934, as amended, as in effect on June 1, 1984. 


8. “Quorum Shares’”’ means the outstanding shares of the Corporation entitled to vote at the 
meeting sought to be held. 


9. ‘Significant Action” means any action or transaction which is referred to in any one or more 
of clauses (i) through (x) of Article 1(c)(B) hereof. 
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10. ‘Subsidiary’ means any corporation of which a majority of any class of shares carrying 
voting rights is owned, directly or indirectly, by the Corporation; provided, however, that for the 
purposes of the definition of Interested Shareholder set forth in paragraph 5 of this Article 1(c)(D), the 
term “Subsidiary” shall mean only a corporation of which a majority of each class of shares carrying 
voting rights is owned, directly or indirectly, by the Corporation. 


11. “Voting Shares’’ means the outstanding shares of the Corporation entitled to vote generally 
in the election of directors. 
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EXHIBIT B 
SPECIAL RESOLUTION TO AMEND ARTICLES 


RESOLVED as a Special Resolution that the Corporation is hereby authorized to apply for a Certificate of 
Amendment under Section 167 of the Canada Business Corporations Act amending the Articles of the 
Corporation to require (a) that specified business combinations involving the Corporation and an Interested 
Shareholder (as defined in the Articles of Amendment hereinafter referred to) must satisfy certain form of 
consideration, minimum price and procedural requirements, unless approved by either a majority of the 
Continuing Directors (as defined in the Articles of Amendment hereinafter referred to) or not less than 80% of 
the votes that may be cast by the holders of the outstanding shares of the Corporation entitled to vote generally 
in the election of directors (‘‘Voting Shares’’), (b) the affirmative vote of the holders of not less than 80% of the 
votes that may be cast by the holders of the Voting Shares for the amendment or repeal of the provision 
described in (a) above or any provisions of the Articles relating to the power of the Board of Directors to fix the 
number of shares in, and to determine the designation, rights, privileges, restrictions and conditions attaching 
to the shares of, each series of the Corporation’s Preferred Shares and Second Preferred Shares or for the 
adoption of any plan or proposal for the continuation of the Corporation under the laws of another jurisdiction, 
unless the foregoing is approved by two-thirds of the entire Board of Directors and a majority of the Board of 
Directors acting on the matter were Continuing Directors and (c) the affirmative vote of the holders of not less 
than two-thirds of the votes that may be cast by the holders of the Voting Shares for the amendment of 
sections (a) and (c) of Article | of By-law CBCA 1 of the Corporation, unless such amendment is approved by 
two-thirds of the entire Board of Directors and a majority of the members of the Board of Directors acting on 
the matter were Continuing Directors, all as set out in the Articles of Amendment of the Corporation submitted 
to this meeting; 

THAT the Articles of Amendment of the Corporation submitted to this meeting and which form part of this 
Special Resolution be and the sarne are hereby approved; 

THAT the Directors of the Corporation may, notwithstanding that this Special Resolution has been duly 
passed by the shareholders of the Corporation, revoke this Special Resolution before it is acted upon without 
further approval of the shareholders; and 

THAT any director or any officer of the Corporation be and is hereby authorized to sign and deliver for and 
on behalf of the Corporation all such notices, documents and instruments, including Articles of Amendment 
and to do such other acts and things as may be considered necessary or desirable to give effect to this Special 
Resolution. 
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SCHEDULE 2 


Higher Shareholder Vote for Certain Business Combinations and Certain Amendments to the Articles 
and By-Laws. 


Section 1. Higher Vote for Business Combinations. |n addition to any affirmative vote required by law or 
by these Articles, and except as otherwise expressly provided in Section 2 of this Schedule 2: 


A. any merger, amalgamation or consolidation of the Corporation or any Subsidiary (as hereinafter 
defined in Section 3) with (i) an Interested Shareholder (as hereinafter defined in Section 3) or (ii) any other 
corporation (whether or not itself an Interested Shareholder) which is, or after such merger, amalgamation 
or consolidation would be, an Affiliate or Associate (as such terms are hereinafter defined in Section 3) of 
an Interested Shareholder; or 


B. any sale, lease, exchange, mortgage, pledge, transfer or other disposition (in one transaction or a 
series of transactions) to or with an Interested Shareholder or an Affiliate or Associate of an Interested 
Shareholder of any assets of the Corporation or any Subsidiary, having an aggregate Fair Market Value (as 
hereinafter defined in Section 3) of not less than $10,000,000; or 


C. the issuance or transfer by the Corporation or any Subsidiary (in one transaction or a series of 
transactions) of any securities of the Corporation or any Subsidiary to an Interested Shareholder or an 
Affiliate or Associate of an Interested Shareholder in exchange for cash, securities or other property (or a 
combination thereof) having an aggregate Fair Market Value of not less than $10,000,000; or 


D. the adoption of any plan or proposal for the liquidation or dissolution of the Corporation proposed 
by or on behalf of an Interested Shareholder or an Affiliate or Associate of an Interested Shareholder; or 


E. any reclassification of securities (including any subdivision or consolidation), capital reorganization 
or recapitalization of the Corporation, or any merger, amalgamation or consolidation of the Corporation 
with any Subsidiaries or any other transaction (whether or not with or into or otherwise involving any 
Interested Shareholder) which has the effect, directly or indirectly, of increasing the proportionate share of 
the outstanding shares of any class of shares carrying voting rights or any securities convertible into 
shares of any class of shares carrying voting rights of the Corporation or any Subsidiary which are directly 
or indirectly owned by an Interested Shareholder or an Affiliate or Associate of an Interested Shareholder; 
or 


F. any agreement, contract or other arrangement providing for any one or more of the actions 
specified in clauses (A) through (E) of this Section 1; 


shall require the affirmative vote of not less than 80% of the votes that may be cast by the holders of the Voting 
Shares (as hereinafter defined in Section 3), voting together as a single class. Such affirmative vote shall be 
required notwithstanding the fact that no vote may be required, or that a lesser vote may be otherwise 
specified, by law or in any agreement with any national securities exchange or otherwise. 


Section 2. When Higher Vote Is Not Required. The provisions of Section 1 of this Schedule 2 shall not 
be applicable to any particular Business Combination, and such Business Combination shall require only such 
affirmative vote, if any, of the shareholders as is required by law and any other provision of the Articles or the 
By-laws of the Corporation, if the conditions specified in either of the following paragraphs A and B are met: 


A. Approval by Continuing Directors. The Business Combination shall have been approved by the 


affirmative vote of a majority of the Continuing Directors (as hereinafter defined in Section 3), even if the 
Continuing Directors do not constitute a quorum of the entire Board of Directors. 
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B. Form of Consideration, Price and Procedure Requirements. All of the following conditions shall 
have been met: 


(i) Each holder of shares of any class of Voting Shares (including Common Shares) shall be 
entitled to receive, with respect to each such share, on or before the date of the consummation of the 
Business Combination (the ‘Consummation Date’’), cash and consideration other than cash with an 
aggregate Fair Market Value as of the Consummation Date at least equal to the highest of the 
following: 


(a) the highest per share price (including any brokerage commissions, transfer taxes and 
soliciting dealers’ fees) paid by the Interested Shareholder to which the Business Combination 
relates, or by any Affiliate or Associate of such Interested Shareholder, for any shares of such 
class of Voting Shares acquired by it (1) within the two-year period immediately prior to the first 
public announcement of the proposal of the Business Combination (the ‘‘Announcement Date’’) 
or (2) in the transaction in which the Interested Shareholder became an Interested Shareholder, 
whichever is higher; 


(b) the Fair Market Value per share of such class of Voting Shares on the Announcement 
Date; or 


(c) the highest preferential amount per share, if any, to which the holders of shares of such 
class of Voting Shares are entitled in the event of any voluntary or involuntary liquidation, 
dissolution or winding-up of the Corporation. 


(ii) The consideration to be received by holders of a particular class of outstanding Voting 
Shares (including Common Shares) as described in subsection 2(B)(i) hereof shall be in cash or in the 
same form as the consideration previously paid by or on behalf of the Interested Shareholder in 
connection with its acquisition of beneficial ownership of shares of such class of Voting Shares. If 
such payment for shares of any class of Voting Shares has been made with varying forms of 
consideration, the form of consideration for such class of Voting Shares shall be either cash or the 
form used to acquire beneficial ownership of the largest number of shares of such class of Voting 
Shares previously acquired by the Interested Shareholder. 


(iii) After such Interested Shareholder has become an Interested Shareholder and prior to the 
consummation of such Business Combination: (a) except as approved by the affirmative vote of a 
majority of the Continuing Directors, there shall have been no failure to declare and pay at the regular 
date therefor any full dividends (whether or not cumulative) on the outstanding Preferred Shares or 
Second Preferred Shares; (b) there shall have been (1) no reduction in the annual rate of dividends 
paid on the Common Shares (except as necessary to reflect any subdivision of the Common Shares), 
except as approved by the affirmative vote of a majority of the Continuing Directors, and (2) an 
increase in such annual rate of dividends as necessary to reflect any reclassification (including any 
consolidation), recapitalization, capital reorganization or any similar transaction which has the effect 

of reducing the number of outstanding Common Shares, unless the failure so to increase such annual 
rate is approved by the affirmative vote of a majority of the Continuing Directors; and (c) such 
Interested Shareholder shall not have become the Beneficial Owner (as hereinafter defined) of any 
additional Voting Shares except as part of the transaction which results in such Interested 
Shareholder becoming an Interested Shareholder. 


(iv) After such Interested Shareholder has become an Interested Shareholder, such Interested 
Shareholder shall not have received the benefit, directly or indirectly (except proportionately as a 
shareholder of the Corporation), of any loans, advances, guarantees, pledges or other financial 
assistance or any tax credits or other tax advantages provided by the Corporation. 


(v) A proxy or information statement describing the proposed Business Combination and 
complying with the requirements of the Canada Business Corporations Act and, to the extent that the 
corporation is subject thereto, with the United States Securities Exchange Act of 1934, as amended, 
and the general rules and regulations thereunder (or any subsequent provisions replacing such 
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legislation, rules or regulations) shall be mailed to the shareholders of the Corporation at least 45 days 
prior to the consummation of such Business Combination (whether or not such proxy or information 
statement is required to be mailed pursuant to such legislation, rules and regulations). 


Section 3. Certain Definitions. For the purposes of this Schedule 2: 


A. A “person’’ shall mean any individual, partnership, firm, body corporate, association, trust, 
trustee, executor, administrator, legal representative, unincorporated organization or other entity, as well 
as any syndicate or group deemed to be a person for purposes of Section 14(d)(2) of the United States 
Securities Exchange Act of 1934, as amended, as in effect on June 1, 1984. 


B. ‘Interested Shareholder’’ shall mean any person (other than the Corporation, any Sudsidiary and 
any person which became an Interested Shareholder prior to June 1, 1984) who or which: 


(i) is the Beneficial Owner of shares representing more than 10% of the votes that may be cast 
by the holders of Voting Shares; or 


(ii) is an Affiliate or Associate of the Corporation and at any time within the two-year period 
immediately prior to the date in question was the Beneficial Owner of shares representing 10% or 
more of the votes that may be cast by the holders of Voting Shares; or 


(iii) is an assignee of or has otherwise succeeded to any Voting Shares of which an Interested 
Shareholder was the Beneficial Owner at any time within the two year period immediately prior to the 
date in question, if such assignment or succession shall have occurred in the course of a transaction 
or series of transactions not involving a distribution, or deemed distribution, to the public within the 
meaning of the Canada Business Corporations Act, as amended, as in effect on June 1, 1984. 


C. “Beneficial Owner’ shall mean a person who either (a) has beneficial ownership within the 
meaning of the Canada Business Corporations Act, as amended, as in effect on June 1, 1984 or (b) is a 
beneficial owner within the meaning ascribed to such term in Rule 13d-3 of the General Rules and 
Regulations under the United States Securities Exchange Act of 1934, as amended, as in effect on June 
1, 1984. 


D. For the purposes of determining whether a person is an Interested Shareholder pursuant to 
paragraph B of this Section 3, the number of Voting Shares deemed to be outstanding shall include 
shares deemed owned by such person through the application of paragraph C of this Section 3 but shall 
not include any other Voting Shares which may be issuable pursuant to any agreement, arrangement or 
understanding, or upon exercise of conversion rights, warrants or options, or otherwise, to any person who 
is not the Interested Shareholder. 


E. “Affiliate” and ‘‘Associate’’ shall mean a person who is an affiliate and associate, respectively, 
within the meaning of either (a) the Canada Business Corporations Act, as amended, as in effect on June 
1, 1984 or (b) Rule 12b-2 of the General Rules and Regulations under the United States Securities 
Exchange Act of 1934, as amended, as in effect on June 1, 1984. 


F. “‘Subsidiary’”’ shall mean any corporation of which a majority of any class of shares carrying voting 
rights is owned, directly or indirectly, by the Corporation; provided, however, that for the purposes of the 
definition of Interested Shareholder set forth in paragraph B of this Section 3, the term ‘“‘Subsidiary”’ shall 
mean only a corporation of which a majority of each class of shares carrying voting rights is owned, 
directly or indirectly, by the Corporation. 


G. “Continuing Director’ shall mean (a) any member of the Board of Directors of the Corporation 
who (i) is neither the Interested Shareholder involved in or proposing the Business Combination as to 
which a vote of Continuing Directors is provided hereunder, nor an Affiliate, Associate, employee, agent, 
or nominee of such Interested Shareholder, or the relative of any of the foregoing, and (ii) was a member 
of the Board of Directors prior to the time that such Interested Shareholder became an Interested 
Shareholder, and (b) any successor of a Continuing Director described in clause (a) who is recommended 
or elected to succeed a Continuing Director by the affirmative vote of a majority of Continuing Directors 
then on the Board of Directors. 
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H. “Fair Market Value” shall mean: (i) in the case of shares, the highest closing sale price during the 
30-day period immediately preceding the date in question of such shares on the Composite Tape for New 
York Stock Exchange-Listed Stocks, or, if such shares are not reported on the Composite Tape, on the 
New York Stock Exchange, or, if such shares are not listed on such Exchange, on the principal securities 
exchange on which such shares are listed, or, if such shares are not listed on any such exchange, the 
highest closing bid quotation with respect to such shares during the 30-day period preceding the date in 
question on the National Association of Securities Dealers, Inc. Automated Quotations System or any 
system then in use, or, if no such quotation is available, the fair market value on the date in question of 
such shares as determined by a majority of the Continuing Directors in good faith; and (ii) in the case of 
property other than cash or shares, the fair market value of such property on the date in question as 
determined by a majority of the Continuing Directors in good faith. 


|. “Business Combination” shall mean any transaction which is referred to in any one or more of 
paragraphs A through F of Section 1 of this Schedule 2. 


J. In the event of any Business Combination in which the Corporation survives, the phrase 
“consideration other than cash’’ as used in paragraph B(i) of Section 2 of this Schedule 2 shall include the 
Common Shares and/or the shares of any other class of Voting Shares retained by the holders of such 
shares. 


K. A “‘class of Voting Shares” shall include a series of a class of Voting Shares. 


L. “Voting Shares’’ means the outstanding shares of the Corporation entitled to vote generally in the 
election of directors. 


Section 4. Powers of Continuing Directors. A majority of the Continuing Directors of the Corporation 
shall have the power and duty to determine, on the basis of information known to them after reasonable inquiry, 
all facts necessary to determine compliance with this Schedule 2, including, without limitation, (A) whether a 
person is an Interested Shareholder, (B) the number of Voting Shares beneficially owned by any person, (C) 
whether a person is an Affiliate or Associate of another, (D) whether the requirements of paragraph B of 
Section 2 have been met with respect to any Business Combination, and (E) whether the assets which are the 
subject of any Business Combination have, or the consideration to be received for the issuance or transfer of 
securities by the Corporation or any Subsidiary in any Business Combination has, an aggregate Fair Market 
Value of not less than $10,000,000; and the good faith determination of a majority of the Continuing Directors 
on such matters shall be conclusive and binding for all the purposes of this Schedule 2. 


Section 5. No Effect on Fiduciary Obligations. 


A. Nothing contained in this Schedule 2 shall be construed to relieve any Interested Shareholder 
from any fiduciary obligation imposed by law. 


B. The fact that any Business Combination complies with the provisions of Section 2 of this Schedule 
2 shall not be construed to impose any fiduciary duty, obligation or responsibility on the Board of 
Directors, or any member thereof, to approve such Business Combination or recommend its adoption or 
approval to the shareholders of the Corporation, nor shall such compliance limit, prohibit or otherwise 
restrict in any manner the Board of Directors, or any member thereof, with respect to evaluations of or 
actions and responses taken with respect to such Business Combinations. 


Section 6. Amendment or Repeal or Continuation. 


A. The affirmative vote of the holders of outstanding shares representing not less than 80% of the 
votes that may be cast by the holders of Voting Shares shall be required (a) to amend, alter or repeal, or 
adopt any provision or provisions inconsistent with, (i) any provision or provisions of this Schedule 2 (other 
than subsection 6(B)) or (ii) any provision or provisions of Schedule 1 of these Articles relating to the power 
of the Board of Directors to fix the number of shares in, and to determine the designation, rights, 
privileges, restrictions and conditions attaching to the shares of, each series of the Preferred Shares and 
Second Preferred Shares of the Corporation or (b) to adopt any plan or proposal for the continuation of the 
Corporation under the laws of another jurisdiction; provided, however, that this Section 6(A) shall not apply 
to, and such 80% vote shall not be required for, any amendment, alteration, repeal, or adoption of any 
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inconsistent provision or provisions, or the adoption of any plan or proposal declared advisable by the 
Board of Directors by the affirmative vote of two-thirds of the entire Board of Directors, but only if a 
majority of the members of the Board of Directors acting upon such matter shall be Continuing Directors, 
and submitted to the shareholders for their consideration at an annual or special meeting of shareholders. 


B. The affirmative vote of the holders of outstanding shares representing not less than two-thirds of 
the votes that may be cast by holders of the Voting Shares shall be required to amend, alter or repeal, or 
adopt any provision or provisions inconsistent with, any provision or provisions of Section (a) or Section (c) 
of Article 1 of By-law CBCA | of the Corporation or to amend, alter, repeal or adopt any provision or 
provisions inconsistent with this subsection 6(B); provided, however, that this subsection 6(B) shall not 
apply to, and such two-thirds vote shall not be required for, any amendment, alteration, repeal, or 
adoption of any inconsistent provision or provisions, declared advisable by the Board of Directors by the 
affirmative vote of two-thirds of the entire Board of Directors, but only if a majority of the members of the 
Board of Directors acting upon such matter shall be Continuing Directors, and submitted to the 
shareholders for their consideration at an annual or special meeting of shareholders. 
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Financial Highlights 


For the years ended December 31 1985 1984 1983 
- 7 (millions of Canadian dollars) 
Revenues $4,032 $3,059 $2,872 
Operating Income 388 329 300 
Net Income Al 132 103 
Dividends on Common Shares 37 27 22 
Funds Generated by Operations 278 225 186 
Per Common Share: 
Net Income Canadian Method 
Basic $4.16 $3.56 $2.83 
Fully diluted 3.82 3.38 272 
United States Method 
Primary 3.82 3.38 QZ 
Fully diluted 3.82 3.38 272 
Dividends (current annual rate : $1.36) 1.10 0.85 0.65 
Book Value 30.64 27.00 22.97 
Stock Price Toronto Stock Exchange 
High 35.38 31.50 38.75 
Low 26.00 19.38 20.25 
N.Y. Stock Exchange* 
High 26.13 2525 31.50 
Low 19.00 15.00 16.50 
Debt-to-Equity Ratio 60:40 53:47 59:41 
*New York Stock Exchange figures are in U.S. dollars. 
Net Income (Loss) 
Revenues Net Income (Loss) Per Common Share 
(millions of dollars) (millions of dollars) (dollars) 
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Genstar Corporation 


Report of the Directors 


Ross J. Turner and Angus A. MacNaughton 


Genstar’s earnings in 1985 continued to | 
improve as key markets remained healthy in the | 
United States and gained strength in Canada. 
The company also benefited from higher levels 
of productivity, effective cost controls and new 
acquisitions. 

The year was one of relatively balanced 
growth, with building materials manufacturing 
and real estate development businesses both 
producing substantially higher earnings and 
again proving their potential for strong growth 
under healthy economic conditions. 


The company’s less cyclical businesses, which 
have been broadened to lend greater stability to 
earnings and make Genstar less sensitive to 
interest rate fluctuations, also made major con- 
tributions to income. The financial services busi- 
ness, as has been the case the past four years, 
was the company’s largest source of income. 
Although total contributions from financial 
services were somewhat lower than a year ago, 
when earnings had included gains on the sale of 
a subsidiary’s head office and more venture 
capital transactions, the performance of trust 
and lending operations in Canada improved 
markedly in 1985. There was also a large increase 
in earnings from industrial services, reflecting the 


expansion of waste collection and disposal activ- 
ities in 1984. 


FINANCIAL RESULTS 


Genstar’s net income for the year amounted to 
$171 million, the highest in company history and 
a 30 percent increase over the $132 million 
earned in 1984. Net income per common share 
was $4.16, up 17 percent from $3.56 a year ago 
and the best since 1980. Revenues rose by 32 
percent to $4.03 billion, compared to $3.06 
billion the year before. 


The overall improvement in Genstar’s operat- 
ing performance during 1985 was most evident 
at the pre-tax level, where income before income 
taxes amounted to $177 million, up 34 percent 
from $132 million a year ago. Operating income, 
before taxes and interest expense, was $388 
million, an increase of 18 percent from $329 
million in 1984. 


Financing costs increased by eight percent 
during the year and will rise again in 1986 as the 
result of debt incurred with the acquisition of 
Canada Trustco Mortgage Company, which will 
be discussed in more detail later in this report. 
Earnings from that acquisition, however, are 
expected to more than cover the additional 
financing costs. 


ACCOUNTING POLICY CHANGE 

The acquisition of Canada Trustco in 1985 
confirmed Genstar’s commitment to financial 
services, which now represent over half of the 
company’s total business, and the results of finan- 


cial services operations have now been fully con- 
solidated with those of other businesses. Results 
for prior years have also been restated to reflect 
this change. Although net income is not affected, 
the change in accounting policies to full consoli- 
dation has produced substantial increases in 
amounts previously reported for revenues as well 
as for several other items in the financial 
statements. 


SIGNIFICANT DEVELOPMENTS 

As part of Genstar’s strategy to diversify into less 
cyclical businesses, the most significant event of 
1985 occurred in August when Canada Trustco 
was acquired at a cost of $1.2 billion. 


On December 31, Genstar merged Canada 
Trustco with another subsidiary, Canada Per- 
manent Mortgage Corporation, and created 
Canada’s seventh largest financial institution. 
The new company, which operates under the 
Canada Trust name, has approximately $22 
billion in corporate assets, administers another 
$27 billion in assets that are held in trust for its 
clients, and is the second largest real estate 
brokerage firm in Canada. 


The Canadian trust industry, in Genstar’s 
opinion, is a very attractive business. (For fur- 
ther details on this business, please see page 8.) 
This acquisition and the synergies arising from 


the merger will also create a much larger and 
more dependable source of income than Genstar 
has enjoyed in the past. 


A major priority since the acquisition has been 
to reduce or restructure debt associated with 
Canada Trustco’s purchase. Of the original $1.2 
billion in bank borrowings, $238 million was 
repaid from the proceeds of a new issue of five 
million Genstar common shares in September 
and from other sources of cash flow. Genstar 
Financial Corporation, a wholly-owned subsid- 
iary, also reduced borrowings by approximately 
$300 million through the issue of 9% first pre- 
ferred shares that are redeemable or retractable 
beginning in October 1990. Genstar plans to 
further reduce its debt by as much as $200 
million in 1986 through selected asset sales which 
are now being actively pursued. 


Other significant developments during the 
year included: 


e the assimilation of new waste services busi- 
nesses acquired in 1984, including the exercise of 
Genstar’s option to return a small number of less 
desirable operations to Genstar’s partner in that 
acquisition, and the purchase of additional waste 
disposal businesses in 1985. 


e further expansion of financial services activities 
through an investment in Gordon Capital Cor- 


poration, a major Canadian investment banker 
and securities dealer, and the formation with 
Gordon Capital of a new firm to participate in 
specialized equity investments in both the U.S. 
and Canada. 


ethe sale of the company’s Western Canadian 
gypsum wallboard plants, which had been under 
extreme competitive pressure because of a lack 
of company-supplied raw materials. 


ethe purchase of seven additional roofing prod- 
uct plants, an acquisition that roughly doubled 
roofing capacity and which should permit sub- 
stantial savings in production and distribution 
costs in the future. 


e the sale of Genstar’s California housing opera- 
tions, completing its withdrawal from the home- 
building business; real estate activities will now 
be largely confined to more profitable and less 
volatile land and income property developments. 


ethe modernization or expansion of several other 
manufacturing facilities, at a capital cost of 
approximately $73 million. Genstar’s total capi- 
tal expenditures in 1985 amounted to $247 mil- 
lion, an increase of 22 percent from $203 million 
the year before. 


ea 20 percent increase in Genstar’s dividend, 
bringing the annual rate to $1.20 per common 
share. In early 1986, the annual rate was further 
increased to $1.36. 


OUTLOOK 


Genstar enters 1986 a larger and less cyclical 
company than it was a year ago, and the perfor- 
mance of most operations has been improving. 


The consolidation of its trust and lending 
companies in Canada is progressing, and a major 
marketing effort is generating additional busi- 
ness. Significant savings in operating costs will 
also accrue from the merger over the next several 
years. In addition, the evaluation and assimila- 
tion of new waste services businesses is com- 
plete, and they will make larger contributions to 
earnings in 1986. 


Although there is concern that the decline in 
world oil prices may have an adverse effect on 
the recovery now under way in Alberta, the 
outlook for construction activity in both the U.S. 
and Canada is generally favorable. This should 
continue to stimulate demand for Genstar’s build- 
ing products. It should also help keep real estate 
transactions at reasonable levels, although fewer 
of the company’s properties will be at market- 
able stages of development. 


Overall, Genstar expects both operating 
performance and earnings to continue to improve 
in 1986. 


BOARD OF DIRECTORS 


Mr. Donald Getty, a Director since 1981, 
resigned from the Board late in the year follow- 
ing his election as the Premier of the Province of 
Alberta. Because of his close association with 
that province, where Genstar has substantial 
investments and a large number of employees, 
his wise counsel was particularly valuable and 
will be sincerely missed. 


Replacing Mr. Getty is The Honorable Peter 
Lougheed, P.C., Q.C., who was appointed to the 
Board in November. Mr. Lougheed also has a 
long history of involvement with the people and 
the economic interests of Alberta, having served 
as the province's Premier from 1971 to 1985. 


EMPEOVEERS 


The Directors extend a warm welcome to the 
6,000 employees of Canada Trust, the newest 
members of the Genstar family, and wish to 
express their appreciation to all 25,000 of the 
company’s employees for their dedication and 
contributions during 1985 to another year of 
profitable growth. 


Angus A. MacNaughton 
Chairman 


Ross J. Turner 
President 


March 5, 1986 
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Financial Services 


1985 1984 


(millions) 
Revenues $1,783 $1,236 
Operating 
Income $ 164 $ 173 


Building Materials 
and Services 


1985 1984 


(millions) 
Revenues $1,339 $1,202 
Operating 
Income $ 130 $ 103 


Industrial Services 


1985 1984 


(millions) 
Revenues $ 438 $ 233 
Operating 
Income $ 46 $ 26 


Land and Real 
Estate Development 


1985 1984 


(millions) 
Revenues $ 471 $ 389 
Operating 
Income $ 100 $ 68 


Genstar Operations 


Financial services has been the 
company’s largest source of operating 
income in recent years. 

TRUST AND LENDING OPERATIONS 
Canada Trust, a Genstar subsidiary, is 
Canada’s seventh largest financial insti- 
tution. It accepts deposits from the pub- 
lic, makes mortgage and other loans, 
engages in mortgage banking, offers a 
wide range of fiduciary services, and is 
the second largest real estate brokerage 
firm in Canada. 


EQUIPMENT RENTAL AND LEASING 
Genstar engages in electronic equipment 
rental, the leasing of shipping containers, 
and leveraged-lease brokerage. 
INVESTMENTS 

Venture capital investments are typi- 
cally made in new or emerging high- 
technology companies in the U.S. Equity 
investments are also made in arbitrage 
and other special situations as opportu- 
nities warrant. 


Building materials manufacturing, 
Genstar’s second largest business, 
produced record earnings in 1985. 


CEMENT, AGGREGATES AND CONCRETE 
PRODUCTS 


The company is one of the largest man- 
ufacturers of cement in Western Canada 
and a major supplier of both cement and 
lime in the Western United States. In the 
western provinces of Canada and the 
mid-Atlantic region of the U.S., it is also 
a leading producer of aggregates and a 


Industrial services has become one of 
the company’s most rapidly growing 
businesses. 

WASTE SERVICES 

Genstar is now the third largest waste 
services company in North America. Its 
subsidiary, GSX Corporation, collects 
and disposes of solid or chemical waste 
in 20 states and two Canadian prov- 
inces. Many of these operations also 
engage in recycling or the production of 
energy from waste. 


Real estate development was one of the 
most improved businesses in 1985. 
LAND DEVELOPMENT 

The company usually acquires land in 
rapidly growing urban areas, installs 
utilities, roads and other improvements, 
and markets lots or larger parcels to 
residential, commercial and industrial 
builders. Primary areas of activity 
include Alberta, British Columbia, Man- 
itoba and Ontario in Canada and Ari- 


broad range of concrete products. The 
raw materials for these businesses are 
generally supplied by the company’s 
own pits and quarries. 

WALLBOARD AND ROOFING PRODUCTS 
Genstar produces gypsum wallboard 
throughout the United States. It is also 
one of the largest U.S. manufacturers of 
residential and commercial roofing 
products, including asphalt shingles, 
rolls and liquid coatings. 


MARINE SERVICES 

Genstar provides a variety of marine 
services through its large Pacific Coast 
fleet of tugs and barges and a smaller 
ocean-going fleet that operates on an 
international basis. In addition, the com- 
pany has extensive ship construction 
and repair facilities at its shipyard 

in Vancouver. 


zona, California, Florida, Texas and 
Washington in the U.S. 

INCOME PROPERTY DEVELOPMENT 
Genstar also builds or acquires shopping 
centers, office complexes and other 
income producing properties, princi- 
pally in Ontario, Alberta, British Colum- 
bia, Northern California and Florida. 
Some properties are developed for sale 
and others for retention as a source of 
cash flow and long-term appreciation. 


Financial Services Statistics* 
Trust and Lending: 


Corporate Assets $21,699 
Trust Assets Under Administration $27,336 
Customer Deposits $20,146 
Gross Real Estate Commissions $ 141 
Equipment Rental/Leasing: 

Electronic Equipment Assets $ 89 
Shipping Containers (TEUs) 97,262 
Lease Brokerage Volume $ 294 
Investments: 

Estimated Market Value** Stake 


*Figures, at December 31, 1985, are in millions 
of dollars except for shipping containers, which 
are in 20-foot-equivalent units. **Excludes hold- 
ings of trust and lending operations. 


Offices 
Type Z Canada U.S. Other Total 
Savings/Lending 320 — — 320 
Trust 20* — — 20 
Realty Z0R* — 170 
Mortgage Banking — 3 il 4 
Electronic 

Equipment Rental 2 i — 9 
Container Leasing — 2) iit We 
Leveraged-Lease 

Brokerage 1 4 _ 5 
Investments 1 1 il 3 
Total 514 17 ey yey keh 


*Located at the same sites as some of the savings/ 
lending operations above. **Realty figures do not 
include 39 franchised offices. 


Cement/Lime Plant Capacities” 


Location Lime **Cement 
Alberta = 787,000 
British Columbia a 1,000,000 
Manitoba _ 350,000 
Saskatchewan = 228,000 
Arizona 600,000 = 
California 120,000 600,000 
Nevada 230,000 = 
Utah 74,000 —_ 
Total 1,024,000 2,965,000 


*Annually; figures are in short tons. **Cement 
capacity does not include 1,230,000 tons not 
being utilized for economic reasons. 


Aggregate/Concrete Product Plants 


Type Canada U.S. Total 
Agegregates* 26 10 36 
Ready-mix Concrete 20 16 36 
Precast Concrete 8 = 8 
Concrete Block 5 = 5 
Concrete Pipe 6 — 6 
Concrete Rail Ties il = if 
Blacktop/Asphaltic or 

Bituminous Concrete iW ih 14 
Calcium Carbonates _ il 1 
Dry Bagged Mixes 4 10 14 
Total WG 44 IAAL 


*Includes sand, gravel and crushed stone. 


Note: Roofing capacities (at right) exclude 35,000 tons of liquid compounds, 130,000 tons of felt, 55,000 
tons of fiberglass mat and 250,000 tons of granules. Wallboard figures exclude 55,000 tons of paperboard. 


Wallboard/Roofing Plant Capacities* 


Location Wallboard Roofing 
Arkansas = 185,000 
California = 545,000 
Colorado 225,000 = 
Georgia 310,000 175,000 
Illinois — 350,000 
Louisiana = 240,000 
Minnesota — 100,000 
Nevada 315,000 = 
New Jersey 270,000 = 
Oregon — 150,000 
South Carolina = 220,000 
Texas 300,000 135,000 
Total 1,420,000 2,100,000 


*Annually; gypsum wallboard figures are in 
thousands of square feet; roofing is in tons. 


Waste Services Operations 


Type Total 
Solid Waste: 

Refuse Collection Operations* 26 
Transfer Stations 8 
Sanitary Landfills 8 
Paper Recycling Plants 3 
Rubber Recycling Plants 3 
Methane Gas Energy Generation Plants 6 
Chemical Waste: 

Regional Service Centers 3 
Secure Landfills il 
Thermal Oxidation Plants eee! 
Total 59 


*Refuse collection equipment includes approxi- 
mately 800 collection vehicles, 75,000 steel refuse 
containers and 1,500 stationary compactors. 


Acreage for Land Development* 


Held 
Op-_ in part- 

______ Owned tioned nership _ Total 
Canada 12,700 hey IAQ) aly Gyepal 
US. si 8 A775 4,220 =1,431 14,126 
Total PAS Silo Shatoyil Biey4h7i7/ 


*At December 31, 1985. The total owned, 
optioned or held in partnership at the end of 
1984 was 37,518 acres; acreage figures exclude 
serviced residential lots (2,384 lots in 1985 and 
4,433 in 1984). 


Marine Equipment 


Type —- _ Total 
Tugs* 48 
Self-propelled Trainships 2 
Standard Barges 240 
Submersible Barges** 5 
Self-loading/Self-dumping Log Barges*** _ 4 
Total 299 


*From 365 to 7,080 brake horsepower; **400 x 
100 feet; ***from 12,500 to 20,000 tons 


Income Properties* _ 1985 1984 
Office Buildings 850,000 500,000 
Shopping Centers 1,500,000 950,000 
Business Parks 500,000 750,000 
Total 2,850,000 2,200,000 


*Square footage at December 31 in both Canada 
and the U.S., including buildings under construc- 
tion as well as completed. Figures include joint- 
venture or partnership interests in some proper- 
ties, amounting to 750,000 square feet in 1985 
and 900,000 in 1984. 


Genstar Corporation 


Financial Services 


Financial services remained Genstar’s largest source 
of income in 1985, generating $164 million in operat- 
ing profits. This was about five percent lower than in 
1984, when earnings had included larger contribu- 
tions from venture capital investments and a gain on 
the sale of a subsidiary’s head office building. Reve- 
nues amounted to $1.78 billion, compared to $1.24 
billion a year ago. 

The performance of trust and lending operations 
in Canada improved markedly, and Genstar signifi- 
cantly expanded the scope of these businesses when it 
acquired Canada Trustco Mortgage Company in the 
third quarter. 

As a result of this acquisition and the subsequent 
amalgamation of both of Genstar’s Canadian trust 
companies, a large increase in operating income from 
financial services is forecast for 1986. 


TRUST AND LENDING OPERATIONS 

Genstar completed its acquisition of Canada Trustco 
in August, purchasing approximately 98 percent of 
its outstanding shares at a cost of $1.2 billion. On 
December 31, it was merged with Canada Permanent 
Mortgage Corporation, which Genstar had acquired 
in 1981. The merger created Canada’s seventh largest 
financial institution. 

Operating under the Canada Trust name, it admin- 
isters nearly $50 billion in assets. These include 
approximately $22 billion in mortgages, personal 
and commercial loans, securities and other corporate 
assets, plus more than $27 billion in assets held in 
trust for its clients. 

Operating income from these trust and lending 
businesses in 1985 was substantially higher than a 
year ago, with Canada Trustco’s initial contributions 
to earnings accounting for the gain. There was also a 
significant improvement in operating performance at 
The Permanent, although total earnings were lower 
than a year ago when income had included a large 
profit on the sale of its head office building in 
Toronto. 

The Permanent’s savings and lending operations 
benefited from increased volumes of new mortgage 
business and from the renewal of maturing assets and 


Financial services 

became Genstar’s 

largest business in 

| 1985 when the acquisi- 
tion of Canada Trust 

_ and its merger with 
The Permanent cre- 
ated Canada's seventh 


largest financial insti- 
tution. Its savings and 
lending operations 
(right) at year-end had 
corporate assets of 
nearly $22 billion and 
more than $20 billion 
| in customers’ deposits. 
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Canada Trust performs 
| stock transfer (far left) 
| and other trust services, 
| administering more than 
| $27 billion in assets for 
| its clients. It is also 
| Canada's second largest 
| real estate brokerage firm. 


liabilities at more favorable rates of interest. As a 
result, the interest rate differential or spread between 
interest paid on deposits and interest earned on assets 
improved to 1.77 percent from 1.48 a year ago. Loan 
loss provisions were approximately the same as last 
year. 

Performance of The Permanent’s fiduciary opera- 
tions also improved significantly. Trust assets under 
administration increased by more than 30 percent, 
and fees for both personal and pension trust services 
were higher than in 1984. 

The Permanent’s real estate brokerage operations, 
benefiting from buoyant real estate markets, realized 
a 25 percent gain in gross commissions in 1985 and 
achieved a record level of profitability. Referrals from 
the network of real estate sales offices were also 
responsible for a larger percentage of new mortgage 
business than in the past, reflecting efforts to achieve 
greater integration between the real estate and finan- 
cial intermediary branches. 

Canada Trustco Mortgage Company also had a 
very good year. Net income for all of 1985, including 
the period prior to its acquisition by Genstar, 
amounted to $92 million, an increase of 24 percent. 
Most of the gain came from savings and lending 
operations. Corporate assets rose by 14 percent, and 
the average spread increased to 2.32 percent from 
2.25 a year ago. Loan loss provisions totaled $5 
million, down from $13 million in 1984. Income 
from real estate brokerage services also increased, 
while earnings from trust services were slightly lower 
than a year ago. 

In 1986, Genstar believes the acquisition of 
Canada Trust and the synergies arising from the 
merger will lead to higher operating income from its 
trust and lending operations. Both Canada Trust and 
The Permanent have exhibited individual strengths 
that should complement one another, and the 
company will also benefit from shared technology, 
broader coverage of certain regional markets and 
economies of scale. 

Operating nationwide, for instance, gives trust 
companies in Canada the opportunity to gather 
deposits on a comparatively economical basis, and 


Canada Trust’s sophisticated computer systems and 
large network of savings offices are among the most 
efficient in the industry. This ability to gather depos- 
its at relatively low cost was a major factor in raising 
Canada Trust’s annualized return on average corpo- 
rate assets to 73 cents per $100 during 1985. This 
compares to 55 cents for The Permanent and an 
average of 59 cents for Canada’s six largest chartered 
banks. The new company, which already has in 
excess of $20 billion in customers’ deposits, will now 
use Canada Trust’s data processing systems to con- 
duct its savings and lending transactions through an 
enlarged network of 320 branches. 

The trust operation should also benefit, both from 
the application of Canada Trust's data systems to its 
expanded base of personal and pension fund assets 
and from The Permanent’s proven strengths in mar- 
keting fiduciary services. 

In addition, The Permanent was the second largest 
real estate brokerage firm in Canada prior to the 
merger, and the new company, with approximately 
170 real estate sales offices nationwide, will now be 
serving customers through a brokerage network that 
is 50 percent larger than before. 

For each of the company’s businesses, in fact, the 
merger from a geographical standpoint has resulted 
in better balanced as well as broader coverage of 
markets in all the Canadian provinces. Canada Trust 
was the more dominant company in Ontario and 
Western Canada, for instance, where its offices out- 
numbered those of The Permanent by more than two 
to one. Conversely, The Permanent enjoyed stronger 
market positions in Quebec and in the Maritime 
provinces, areas where Canada Trust was not as well 
represented. 

In 1986, moderate growth in the Canadian econ- 
omy, relatively low inflation and reasonably stable 
mortgage interest rates should create a good operat- 
ing environment for all of this new institution's 
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Genstar's diverse finan- 
cial services businesses 
include the rental of elec- 
tronic test and measure- 
ment equipment (far left) 
and the leasing of ship- 


ping containers. 


businesses. While there will initially be some nonre- 
curring expenses associated with the amalgamation, 
the company also expects to increasingly benefit 
from greater operating efficiency and economies of 
scale as the year progresses. 


EQUIPMENT RENTAL AND LEASING OPERATIONS 


Genstar’s rental and leasing activities are highly 
specialized businesses, and these operations have 
established a significant presence in their respective 
markets. They also offer a degree of diversification to 
Genstar’s financial services interests, although they 
have only modest impact on overall results when 
compared to the much larger trust and lending 
activities. 

Total operating income from equipment rental and 
leasing in 1985 was lower than a year ago, and 
relatively little change is expected in market condi- 
tions and earnings during 1986. 

There was a significant increase in income during 
the year from leveraged-lease brokerage, a business 
where Genstar arranges lease financing for a variety 
of corporate clients. Approximately $300 million in 
financing was arranged in 1985, up substantially 
from $220 million a year ago. 

Income declined, however, from the rental of 
electronic test and measurement equipment, a busi- 
ness that had reported record earnings every year 
since it was acquired by Genstar in 1978. Increased 
competition in 1985 reduced rental rates, particularly 
to the larger customers, and negatively affected profit 
margins throughout the rental industry. Major cus- 
tomers include most of the manufacturing industries 
and certain service and government agencies. 
Genstar’s investment in rental equipment amounted 
to approximately $90 million at year-end. 

Operating income from shipping container leasing 
was also lower than a year ago because of reduced 
per diem and utilization rates. With the decline in 
trade between Asia and North America, this business 
has become increasingly competitive. The company, 
however, continues to maintain relatively high levels 
of utilization as a result of its sophisticated container 


inventory management system. At the end of 1985, 
Genstar’s fleet of containers consisted of 97,000 
20-foot-equivalent units. 


INVESTMENTS 

Although Genstar significantly broadened the 
scope of its investment activities in 1985, contribu- 
tions to operating income were reduced by about 
one-third because of fewer sales of venture capital 
investments. 

Investments by Genstar’s venture capital operation 
are typically made in new or developing high-tech- 
nology firms and held for a number of years until 
they reach stages of development that will permit 
marketing their shares to the public or merging the 
firms with larger organizations. Because of the vari- 
ables involved, income from these investments varies 
widely from year to year. The contribution to operat- 
ing income in 1985 was $36 million, compared to 
$53 million the year before and an average of $46 
million over the past five years. At year-end, the 
portfolio included holdings in approximately 50 
companies. 

In 1985, Genstar also purchased a 10-percent 
interest in Gordon Capital Corporation, a major 
Canadian investment banker and securities dealer. In 
partnership with Gordon Capital, it then formed 
Gordon Investments Corporation, a new investment 
firm that will participate in arbitrage transactions and 
make other specialized investments in both Canada 
and the United States. Gordon Investments was 
initially capitalized at $75 million, of which Genstar 
contributed two-thirds. At year-end, it had already 
invested approximately $50 million of its capital and 
will continue to build its portfolio during 1986. 
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Building materials manufacturing remained one of 
Genstar’s most profitable businesses in 1985, produc- 
ing record earnings on a comparatively small increase 
in revenues. High levels of productivity, effective cost 
controls, continued strength in U.S. markets and im- 
proved economic conditions in Alberta contributed to 
a 26 percent increase in operating income, which 
rose to $130 million from $103 million a year ago. 


Revenues were $1.34 billion, up 11 percent from 1984. 


Cement, aggregates and concrete product opera- 
tions had a particularly good year, more than offset- 
ting a decline in the wallboard and roofing business. 


Further improvement in earnings is expected in 1986. 


CEMENT, AGGREGATES AND CONCRETE PRODUCTS 
Operating income from cement, lime, aggregates 

and concrete product manufacturing rose significant- 
ly in 1985, accounting for nearly 80 percent of 
Genstar’s total earnings from building products. 
Sizable gains were reported by operations in both 
Canada and the U.S. 

In Canada, construction activity was reasonably 
brisk in British Columbia during the early part of the 
year and then fell off sharply following completion of 
projects associated with Expo 86, a large interna- 
tional exposition that opens this May in Vancouver. 
In the prairie provinces, building materials markets 
remained relatively stable in Saskatchewan, improved 
in Manitoba as a result of increased residential devel- 
opment, and made significant gains in Alberta, one 
of Genstar’s most important markets. In Alberta, 
construction associated with the 1988 Winter Olym- 
pics is under way, and several new energy develop- 
ment projects have been initiated. Although declining 
world oil prices remain a concern, recessionary con- 
ditions in that province gave way to moderate recov- 
ery in 1985, unsold inventories of commercial and 
residential properties were slowly absorbed, and new 
construction activity was increasing during the latter 
part of the year. 

There was a substantial increase in operating 
income from Genstar’s Canadian cement plants in 
1985, primarily because of increased demand in 
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_ at Redding, Califor- 
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_ operated above rated 
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from concrete prod- 
ucts and aggregates 
_ was also substantially 
| higher than a year ago. 
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B.C. Place (near left), 
with its distinctive fabric 
dome, will be a showcase 
for thousands of tons of 
Genstar precast concrete 
components when 
Vancouver's world’s fair, 
Expo 86, opens in May. 


Alberta. Production at the British Columbia plant 
also reached higher levels after the U.S. Federal Trade 
Commission lifted a ban on its exports to Genstar’s 
cement terminals in the Northwestern U.S. Cement 
imported from Asia put extreme pressure on pricing 
and margins in Pacific Coast markets during the year, 
while prices held up reasonably well in the prairie 
provinces despite the threat of imports from the U.S. 

Canadian aggregate and concrete product opera- 
tions also benefited from rising demand in the prairie 
provinces, and operating income more than doubled 
from its depressed level of 1984. Sales of aggregates, 
concrete pipe, ready-mix and precast concrete com- 
ponents were significantly higher in Alberta and 
Manitoba, more than compensating for soft markets 
in British Columbia. A consolidation of operations in 
the prairie provinces also reduced overhead expenses 
and contributed to profitability. 

In the United States, the economy experienced its 
third consecutive year of expansion. Declining inter- 
est rates kept residential construction at healthy 
levels, the government invested heavily in rebuilding 
the country’s infrastructure, and demand for Genstar’s 
construction materials continued to rise. 

The company’s California cement operation, which 
also serves markets in Nevada, Oregon and Wash- 
ington, experienced a surge in sales volume and a 
large increase in operating income. The ability to 
supply its northernmost terminals by water from 
Genstar’s Vancouver plant and the leasing of rail cars 
in California and Nevada significantly reduced distri- 
bution costs. Production costs also declined when the 
modern Redding plant operated above rated capacity 
throughout the year. These savings resulted in higher 
net profit margins in spite of price constraints imposed 
by foreign imports. 

An equally significant gain in operating income 
was also realized at Genstar’s lime manufacturing 
plants in the Western U.S., where there was greater 
penetration of promising air pollution control mar- 
kets. Gross profit margins also benefited from the use 
of less expensive alternative fuels, a general decline in 
conventional fuel prices, and a greater concentration 


of production at plants with the most efficient kilns. 

In the Eastern U.S., operating income from aggre- 
gates and concrete products reached a record level. 
Product volumes rose as a result of buoyant con- 
struction activity and good weather, while new or 
recently modernized plants enhanced productivity. 
Most ready-mix plants have now been converted to 
computer-controlled batching and central dispatch 
systems, and aggregates production facilities are 
becoming increasingly automated. 

Capital expenditures at all cement, aggregate and 
concrete products operations in 1985 amounted to 
$24 million, down slightly from $26 million a year 
ago. Major projects include conversion of the 
Vancouver cement plant's kiln from natural gas to 
less expensive coal and a renovation of the Manitoba 
cement plant following receipt of a six-year, $22- 
million contract to supply cement for a new hydro- 
electric dam. Work at both plants will be completed 
in early 1986. The company also purchased new 
aggregate reserves in Alberta and Manitoba during 
the year and acquired additional concrete pipe manu- 
facturing capacity in Alberta and Saskatchewan. In 
the U.S., Genstar opened new packaged materials 
plants in Philadelphia and Detroit and expanded its 
blacktop, sand and gravel operations in Maryland. A 
$13-million modernization of operations at the com- 
pany’s largest quarry in the Eastern U.S. is also 
scheduled for completion in August, and a portable 
concrete rail tie plant is under construction for use in 
promising new U.S. markets. 

In 1986, further increases in operating income are 
expected in Western Canada, although there is some 
concern about weakness in British Columbia markets 
and the effect of declining oil prices on the recovery 
now under way in Alberta. Income in the U.S. should 
also rise. Earnings from aggregates and concrete 
products may be modestly below 1985's record level, 
but any decline will be more than offset by continued 
improvement at cement and lime operations. 
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The company doubled its 
| capacity to produce 
| asphalt roofing in 1985, 
and Genstar’s wordmark 
(near left) has replaced 
| Flintkote and other brand 
| names on wallboard and 
| roofing products. 


WALLBOARD AND ROOFING PRODUCTS 
Operating income from gypsum wallboard and 
asphalt roofing was somewhat lower than in 1984. 

Results of Genstar’s wallboard manufacturing 
operations varied from region to region in 1985, and 
total volumes and income fell below their excellent 
levels of a year ago. 

In the United States, markets along the Eastern 
Seaboard remained extremely strong. Both of 
Genstar’s East Coast wallboard plants operated at 
full capacity throughout the year, and prices contin- 
ued to rise. Volumes and prices also held up well in 
the western states. Strength in these areas, however, 
failed to compensate for reduced sales and pressure 
on prices in the South Central U.S., where several 
competitors have recently added to plant capacities. 

Genstar sold its three Western Canadian wall- 
board plants at mid-year, realizing a gain on the sale. 
These plants had continued to suffer from excess 
capacity in their marketplaces, and a lack of company- 
owned sources of raw materials had placed them at a 
competitive disadvantage. 

In early 1985, the company acquired seven addi- 
tional roofing product plants at a cost of approxi- 
mately $65 million, of which about $36 million 
represented inventories and accounts receivable. This 
acquisition roughly doubled Genstar’s production 
capacity and ability to serve U.S. roofing markets. 
Although results from roofing operations were disap- 
pointing in 1985 because of pricing constraints and 
higher than anticipated costs of integrating new 
facilities with existing ones, the acquisition is expected 
to produce a number of benefits in the future. It is 
allowing the consolidation of some operations, with 
more complex types of production being assigned to 
the facilities that can most efficiently handle them. 
Genstar also can now produce all of the fiberglass 
mat and most of the roofing granules required to 
meet its manufacturing needs. This assures a depend- 
able supply of raw materials and has had a beneficial 
effect on production costs. In addition, the increased 
geographical scope of this operation will result in 


more efficient and less expensive distribution of its 
products. After reevaluating its distribution methods, 
the company also sold all of its remaining wholesale 
supply centers in 1985. 

These developments make Genstar a more cost- 
effective producer of roofing products. Operations 
will also benefit as existing contracts with asphalt 
suppliers expire and falling oil prices reduce the cost 
of asphalt, one of the more expensive raw materials 
in roofing products. The degree to which this will 
improve gross margins, however, will depend on 
roofing prices. The roofing industry as a whole 
continues to suffer from excess capacity, and intense 
competition has kept prices at depressed levels in 
recent years. The situation improved slightly in 1985, 
but a further contraction of industry capacity will be 
necessary before meaningful price increases can occur 
and return these operations to satisfactory levels of 
profitability. 

Capital expenditures at wallboard and roofing 
plants totaled $48 million in 1985, compared to $14 
million a year ago. Most of the roofing expenditures 
were associated with the consolidation of new and 
existing capacity and with the installation of equip- 
ment that will reduce production costs or permit the 
addition of new products to the line. Wallboard 
expenditures were primarily for equipment that will 
enhance productivity and product quality. 

In 1986, competitive pressure on wallboard prices 
is expected to increase and spread to more U.S. 
markets, reducing margins and earnings. This decline 
will be partially offset, however, by improved perfor- 
mance and a reduction in losses at roofing plants 
once the integration of new operations is complete. 
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Industrial Services 


Operating income from industrial services amounted 
to $46 million in 1985, up 79 percent from the year 
before. Revenues totaled $438 million, an increase of 
88 percent. 

The company’s new waste services subsidiary, 
GSX Corporation, accounted for the gains, while 
income and revenues from marine services were 
approximately the same as a year ago. 

GSX was formed in September of 1984 following 
the acquisition of 40 percent of the waste collection 
and disposal operations of SCA Services, Inc. Now 
the third largest waste services firm in North America, 
GSX is expected to contribute to another significant 
increase in earnings from industrial services in 1986. 


WASTE SERVICES 

Genstar’s operating income from waste services tri- 
pled in 1985 as newly acquired operations made their 
first full year’s contribution to profits. 

In July, GSX completed an extensive evaluation of 
those new operations and determined that some of 
them should be divested. Under terms of the acquisi- 
tion agreement, the divestitures are being concluded 
at no cost to Genstar and the proceeds will be 
reinvested in additional waste services businesses. 

Eight new solid waste collection operations were 
purchased in 1985, and GSX also added to its mobile 
fleet and made capital improvements at several of its 
facilities during the year. 

Approximately 85 percent of GSX’s revenues and 
two-thirds of its operating income in 1985 were 
generated by the collection and disposal of solid 
waste. The company secured additional municipal 
waste collection and disposal contracts in 1985, had 
several existing contracts extended for periods as 
long as 15 years, and now serves more than half a 
million residential customers and 56,000 commercial 
clients. 

The new contracts and extensions are indicative of 
the continuing trend among local governments to 
award contracts for waste and other essential services 
to private firms. At year-end, GSX was providing 
residential, commercial and industrial solid waste 
services to 63 communities throughout the United 
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Additional operations 
acquired in late 1984 
have made Genstar 
the third largest waste 
services company in 
North America. Its 
wholly-owned subsid- 
iary, GSX Corporation, 
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of both chemical (far 
right) and solid waste 
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_ 75 million pounds of haz- 
ardous liquid waste a year. 
Genstar also provides a 

| broad range of marine 
services. 


States and in portions of Western Canada. 

Solid waste reclamation activities were also 
expanded in 1985. The company was awarded a 
six-year contract with optional extensions for the 
construction and operation of a major new resource 
recovery and waste transfer facility in British Colum- 
bia. That plant, when fully operational in late 1987, 
will have the capacity to process approximately 
250,000 tons of waste per year. GSX also opened a 
new 100-ton-per-day paper recycling plant in Ore- 
gon. In addition, the company broadened its market 
for reclaimed rubber by introducing a more finely 
ground grade of product and by using new produc- 
tion techniques that make its price more competitive 
with natural and synthetic materials. The operation 
that recovers methane gas from landfills and uses it 
to generate electricity also opened three more facili- 
ties in 1985, with a combined generating capacity of 
seven megawatts per year. Construction is now under 
way on a 20-megawatt unit in Southern California, 
the largest built thusfar. 

GSX’s chemical waste operations, which are con- 
centrated in the Southeastern U.S., accounted for 
about 15 percent of the company’s total waste serv- 
ices revenues and one-third of its operating income 
in 1985. Though not as large as the solid waste 
operations, the disposal of hazardous wastes has 
typically yielded the highest margins and is expected 
to be the fastest growing segment of the waste 
services industry. 

In 1985, GSX completed major capital improve- 
ments at its secure chemical landfill and at two of its 
chemical transfer and service centers, positioning the 
company to better serve the growing needs of chemi- 
cal, petroleum and other waste generating industries. 
In January of 1986, GSX also purchased one of the 
largest commercial incinerators in the U.S. for the 
disposal of hazardous liquid wastes. The capacity of 
that thermal oxidation unit was doubled immediately 
after its acquisition, and it is now capable of inciner- 
ating 75 million pounds of waste a year. 

The waste services industry in general has histori- 
cally been a fragmented business, consisting of thou- 


sands of relatively small firms. In addition, there are 
five major public companies, including Genstar, that 
share 15 to 20 percent of a U.S. market estimated at 
well over $20 billion annually. Since it is a capital 
intensive business where insurance coverage and 
regulatory approvals are becoming increasingly diffi- 
cult to obtain, a number of smaller operators are 
leaving the business and creating growth opportuni- 
ties for the larger corporations. 

Because the business is relatively insensitive to 
interest rate fluctuations and other cyclical influ- 
ences and has a history of above-average growth, 
Genstar intends to pursue further expansion within 
this industry. 

As a consequence, continued growth as well as 
increased profitability is anticipated from waste serv- 
ices businesses in 1986. 


MARINE SERVICES 
There was a modest decline in revenues and operat- 
ing income from marine services in 1985. 

The forest products industry in British Columbia is 
the primary source of revenues for Genstar’s large 
Pacific Coast fleet of tugs and barges, and activity in 
that industry remained at recessionary levels. The 
smaller fleet that provides services in international 
waters also suffered from reduced offshore oil explo- 
ration and from competitive pressure on charter 
rates. 

Volumes of ship repair and construction business 
were approximately the same as a year ago. The 
company’s shipyard built three new chip barges for 
use by the Genstar fleet and began retrofitting a large 
fisheries research vessel that will be delivered to the 
Canadian government in April of 1986. 

In addition to the chip barges, another self- 
loading/self-dumping log barge was added to the 
fleet in 1985. 

Relatively little change is expected in market con- 
ditions during the coming year, and volumes of 
business as well as operating income from marine 
services should be about the same as in 1985. 
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Land and real estate development was one of 
Genstar’s most improved businesses in 1985. Operat- 
ing income rose to $100 million, an increase of 
almost 50 percent from $68 million in 1984. Reve- 
nues amounted to $471 million, up 21 percent from 
the year before. 

The gain in earnings reflected both a significant 
increase in income from land development in the U.S. 
and Canada and the elimination of losses from 
homebuilding. 

The improvement is particularly noteworthy 
because net operating assets devoted to this business 
had declined to $653 million at year-end, down seven 
percent from a year ago and 25 percent from a peak 
of $876 million at the end of 1981. In order to create 
a less volatile and more profitable base of earnings, 
Genstar withdrew from homebuilding activities in 
Canada and Texas in late 1984 and sold its California 
housing operations in early 1985. The company is 
now concentrating on land and income property 
development, often through joint ventures. 

Construction activity is expected to remain at 
reasonably healthy levels in 1986, and capital for real 
estate investments should remain plentiful. A note of 
caution should be introduced when discussing the 
outlook for next year, however, as builders are enter- 
ing 1986 with larger inventories of lots than a year 
ago, and the company’s income properties are still 
largely in developmental stages. As a consequence, 
revenues and operating income are expected to be 
lower than in 1985, and much of the year will be 
devoted to improving the quality of the company’s 
real estate holdings. Further attention will also be 
given to forming new partnerships or joint ventures 
to develop those holdings and to taking other steps 
that will facilitate more direct financing of these 
operations from external sources. 


LAND DEVELOPMENT 


Operating income from land development in 1985 
was approximately double that of a year ago. Hous- 
ing starts and the demand for land in Canada 
increased as a result of lower and more stable interest 
rates, reduced unemployment, higher personal 
incomes and a revival of consumer confidence in the 
economy. Similar factors were at work in the U.S., 
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| Genstar added 650,000 

| square feet of offices, 

| shopping centers and 

_ other income properties 
to its portfolio in 1985, 
including a 16-story 

| office tower (far left) 
nearing completion in 

| Toronto. 


where the strong recovery in residential construction 
that began three years ago maintained its momentum. 

In Canadian markets, profits from land develop- 
ment increased five-fold and revenues more than 
doubled from the previous year’s depressed level. 
The market for land was especially buoyant in Ontario 
where the economy continues to outperform the rest 
of the nation, and in Manitoba, where inventories of 
new housing are being replenished. Lower interest 
rates also stimulated activity in British Columbia and 
in the important Alberta markets where unsold inven- 
tories of residential, commercial and office properties 
are gradually being absorbed. 

In the U.S., revenues and income from Genstar’s 
land development projects reached record levels in 
1985. A substantial profit was realized on the sale of 
the company’s interest in a large, mixed-use project in 
Dallas, Texas. Demand for serviced land in San 
Diego, California, and at a relatively new develop- 
ment in Phoenix, Arizona, was particularly strong, 
and there was some improvement at projects in 
Miami, Florida, and Vancouver, Washington. 

At the company’s new 4,000-acre development in 
Orlando, Florida, construction of a golf course was 
completed in December, and sales of land will com- 
mence in 1986. 

An additional 2,400 acres in San Diego County 
were purchased during the year. Located in the city of 
Santee, this new development will eventually accom- 
modate up to 6,000 residential units as well as a 
variety of business and commercial complexes. 

Three more joint ventures were also formed in 
1985 for the development of acreage in Texas, Ontario 
and British Columbia. The company’s experience and 
reputation as a developer, along with a growing 
awareness that raw land is an asset that yields 
above-average returns, is attracting an increasing 
number of financial institutions and other large 
investors as partners in land development ventures. 
Genstar has been actively pursuing these relation- 
ships in recent years, as they allow the company to 
apply its expertise to a broader range of projects 
while sharing the substantial financial commitments 
with its partners. 

At year-end, Genstar owned, had options on or 
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held in partnership 35,477 acres of land, about 2,000 
acres fewer than at the beginning of the year. The 
inventory also included 2,384 serviced residential 
lots, down nearly 50 percent from the number avail- 
able at the end of 1984. 

Land development will continue to make a sub- 
stantial contribution to income during the coming 
year, although at a lower level than in 1985. 


INCOME PROPERTY DEVELOPMENT 


Genstar concentrated on rebuilding its income prop- 
erty portfolio in 1985 after most of its holdings in the 
U.S. were sold the year before. As a consequence, 
comparatively few properties were available for sale, 
and operating income from commercial and industrial 
developments was considerably lower than a year ago. 

In Canada, Genstar continued to add to and im- 
prove its portfolio in 1985, with most new construc- 
tion taking place in robust Ontario markets. At year- 
end, the Canadian portfolio consisted of 2.2 million 
square feet of leasable space either completed or under 
construction, compared to 1.5 million a year ago. 

In the United States, construction and leasing are 
under way on approximately 500,000 square feet of 
business parks and retail space in the San Francisco 
Bay Area. At its land development projects in Flor- 
ida, Genstar is also building the first half of what will 
ultimately be a 240,000-square-foot retail and office 
complex, and another large retail center is in the 
planning stage. 

More of the company’s new commercial and busi- 
ness complexes will be built on sites within Genstar’s 
land development projects in the future, particularly 
at the larger mixed-use developments where the 
company can benefit from identifying at an early 
date the availability of attractive sites. 

Although many of its properties will remain in 
early stages of development during the year, some 
improvement in earnings from income properties is 
anticipated in 1986. New developments are also 
planned, and Genstar will be seeking further oppor- 
tunities to acquire completed properties in areas 
where skillful management and the absorption of 
excess retail or office space over time will offer 
acceptable medium-term profits. 
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Divisions and Subsidiaries 


Financial Services 


Genstar Financial 
Corporation 

Vancouver, British Columbia 
J.A.C. Hilliker, President 
and Chief Executive Officer 


Canada Trustco Mortgage 
Company 

London, Ontario 

MLL. Lahn, President and 
Chief Executive Officer 
J.A.C. Hilliker, Chairman 


Genstar Container 
Corporation 
San Francisco, California 


T.S. Tan, President 


Genstar Mortgage 
Corporation 
Glendale, California 
E.H. Plaga, President 


Genstar Rental 
Electronics Inc. 

Palo Alto, California 
W.D. Rollnick, President 


TXL Corporation 
San Francisco, California 
R.L. Bishop, President 


Sutter Hill Ventures 
Palo Alto, California 


P.M. Wythes, D.L. Anderson 
G.L. Baker, Jr., W.H. Younger 


General Partners 


Gordon Investment 
Corporation 

Toronto, Ontario 

J. R. Connacher, Chairman 
and Chief Executive Officer 
N. W. Baker, President 


Building Materials 


Genstar Cement Limited 
Edmonton, Alberta 
P. Wacko, President 


Genstar Cement Company 
Oakland, California 
A.K. Mueller, President 


Genstar Lime Company 
San Mateo, California 
J.L. Crawley, President 


Genstar Construction 
Materials Company Limited 
Calgary, Alberta 

D. Pickersgill, President 


Genstar Stone Products 
Company 

Hunt Valley, Maryland 
T.O. Nuttle, President 


Genstar Gypsum Products 
Company 

Irving, Texas 

C.R. Kelley, President 


Genstar Roofing Products 
Company 

Irving, Texas 

R.L. Lambden, President 


Industrial Services 


GSX Corporation 
Boston, Massachusetts 


D.E Smith, President 


Seaspan International Ltd. 
North Vancouver, British 
Columbia 

A.M. Fowlis, President 


Land and Real 
Estate Development 


Genstar Land-U.S.A. 

San Diego, California 

ED. Dembinsky, President 
Genstar Development 
Company 

Vancouver, British Columbia 
L. Cosman, President 


Sutter Hill Developments 
Limited 

Toronto, Ontario 

R.M. Kirshner, President 


Sutter Hill Limited 
Palo Alto, California 
R.E. Brewer, President 


Genstar Corporation 


We have examined the consolidated balance sheets of 
Genstar Corporation and subsidiaries as at Decem- 
ber 31, 1985 and 1984, and the related consolidated 
statements of income, retained earnings and changes 
in financial position for each of the three years in the 
period ended December 31, 1985, as set forth on 
pages 41 through 68 of this report. Our examination 
was made in accordance with generally accepted 
auditing standards and, accordingly, included such 
tests of the accounting records and such other audit- 
ing procedures as we considered necessary in the 
circumstances. 


Auditors’ Report to the Shareholders 


In our opinion, the consolidated financial statements 
referred to above present fairly the financial position 
of Genstar Corporation and subsidiaries as at 
December 31, 1985 and 1984, and the results of their 
operations and changes in their financial position for 
each of the three years in the period ended December 
31, 1985, in conformity with generally accepted 
accounting principles applied on a consistent basis, 
after restatement, with which we concur, for the 
consolidation of Genstar Financial Corporation, a 
financial services subsidiary that was previously 
accounted for using the equity method as explained 
in Note 21 to the consolidated financial statements. 


Crepe sad oe 
Chartered Accountants 


Vancouver, Canada 
March 5, 1986 
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Financial Review 
For the eleven years ended December 31, 1985 
(millions of Canadian dollars except per share amounts) 


1985 1984 1983 
Financial Summary Revenues $ 4,032... $:3:059) $22:872 
Operating income 388 329 300 
Income (Loss) before income taxes 177 Lod 110 
Net income (loss) 171 a2 103 
Per Common Share Net income (loss) 
Canadian method 
Basic $) 4.16% 5 $. 2 SORA Se 2 
Fully diluted 3.82 3.38 YAN?) 
United States method 
Primary 3.82 3.38 2.72 
Fully diluted 3.82 Bote! Dane. 
Dividends 1.10 0.85 0.65 
Book value 30.64 27.00 22.97 
Performance Return on net assets (pre-tax) 8.6%* 11.6% 12.1% 
Measurement Return on common equity 12.1% 13:1% 12.3% 
Return on total assets 0.67%* 1.27% Tl 1% 
Debt-to-Equity Ratio 60:40 53:47 59:41 
Capitalization Debt $ °2,310.. .\$ 15470 Wesel 87 
Deferred income taxes 36 50 77 
Minority interests in subsidiaries 436 36 wank 
Redeemable preferred shares 221 22k 120 
Convertible redeemable preferred shares 205 205 105 
Common shares and contributed surplus 476 B13 304 
Retained earnings 559 466 383 
Other Statistics Total assets $25,970. - $10,380 93297786 
Gnillions except employes) Assets under administration $27,366 $9,849 $ 8,605 
Funds generated (required) by 
operations $278 cus 225 eae 
Capital expenditures $247. OS W203 MS eo 
Common shares outstanding 
Year-end 37.0 ley, 31.4 
Average 33.1 31.5 S12 
Average number of employees 26,269 16,170 Teele) 


*Excluding Canada Trustco Mortgage Company, 1985 return on net assets was 11.0% and return on total assets was 1.43%. **Excluding the net 


assets and operations of the Flintkote Company which were acquired effective December 31, 1979. 
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1982 1981 1980 1979 1978 1977 1976 1975 
BecOg ies 2,0299 482,372 $1,311. $ 1145 § 981 5$. 822°. $ 684 
69 261 352 265 205 170 143 106 
(174) 76 210 196 155 fea 103 85 
(84) 94 158 127 88 68 58 47 
Selec meme? 40S 4.92)" $04.37) $9326) § 2.66. $1240 $2.02 
(3.36) 2.34 4.48 4.06 3.09 2.44 2.16 1.81 
(3.36) 2.37 4.54 4.26 3.24 2.64 2.37 2.01 
(3.36) 2.34 4.48 4.08 3.12 2.48 2.19 1.84 
0.90 1.80 1.65 1.25 81 71 63 60 
20.89 24.31 23.97 19.29 15.86 13.79 12.15 10.50 
2.6% 10.4% 15.1% 12.4% * 16.7% 15.6% 13.1% 17.9% 
(16.0%) 9.8% 19.4% 22.2% 19.9% 19.1% 20.0% 19.5% 
(0.96%) 1.11% 5.83% 4.94% 5.69% 5.44% 4.70% 6.67% 
65:35 60:40 50:50 63:37 49:51 62:38 64:36 49:51 
Baeosmeisn 4760005) 928 $1,116. $540 $ 563). $9564. S$. 256 
96 pao 186 187 116 95 76 52 

23 22 % 1 1 ae = a 

120 120 120 120 120 = oie Be: 
107 111 114 9 10 13 27 22 
297 292 285 186 180 169 149 141 
317 448 429 341 257 191 142 101 
Baio eGs)4609) | $) 21709). 5 2,572 $1,546. $1,249 $1,233) § 705 
Bones ts 1762 S3,600) $2,832 00 $0 ge Eg tin ee ge ae 
Sets ool 7B Ss) 250° $160.) $147 ..' $9112) $96) 6 97 
Cis S3.0 $172) $106! $53, § VI0O7 (6 $90) $168 
30.9 30.6 30.2 27.4 26.8 25.8 238 23.0 
30.7 30.5 28.5 O73 26.4 25.1 23.5 22.7 
17,788». 20,225 17,525 T9850) We 10/4289 100 Za 109695) sa O 25 
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Consolidated Highlights 


All prior years’ data in this review have been restated 
to consolidate the results of Genstar Financial Corp- 
oration, the company’s financial services subsidiary, 
previously accounted for on the equity method. 


Genstar’s net income was $171 million ($4.16 per 
common share) in 1985, compared to $132 million 
($3.56 per common share) in 1984 and $103 million 
($2.83 per common share) in 1983. Per share 
amounts are based on average outstanding common 
shares of 33.1 million in 1985, 31.5 million in 1984 
and 31.2 million in 1983. 


Percent of Total Revenues 1985 1984 1983 
TotaliReverntles ieee.5 alg te oe 100.0% 100.0% 100.0% 
Cost and Expenses 
Cost of revenues .......... 46.9 49.9 50.9 
Customer deposit interest . . . . 26.4 23.0 22.8 
73.3 72.9 TUaidl 
Selling General and 
Administrative.......... 12.9 et 11.8 
Depreciationye" 2 s.5.4-r aes: 4.2 4.3 4.0 
90.4 89.3 89.5 
Operating Income ........... 9.6 10.7 10.5 
hinancine Costsiwaeck tain ae er 5.2 6.4 6.7 
Income Before Income Taxes ... 4.4 4.3 3.8 
Provision for Income Taxes .... 2 - a 
Net Income forthe Year ....... 4.2% 4.3% 3.6% 


Following are highlights of consolidated results: 


1985 Compared to 1984 

Revenues of $4.0 billion in 1985 were 32% higher 
than 1984 as significant increases were realized in all 
industrial categories. The largest dollar increase was 
in Genstar’s financial services operations, which 
benefited from the results of Canada Trustco Mort- 
gage Company (Canada Trustco) in the final four 
months of 1985 following its acquisition in August. 
The industrial services category had the largest 
percentage increase, 88%, as a result of a full year’s 
contribution to earnings in 1985 by GSX, its waste 
services subsidiary, compared to only four months 
in 1984, when it was acquired in September. Cost of 
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revenues and customer deposit interest as a percent- 
age of revenues was about the same in 1985 as in 
1984. Selling, general and administrative expenses 
increased by $151 million, or 41%, but as a percent- 
age of revenues increased only from 12.1% in 1984 
to 12.9% in 1985. This increase resulted largely 
from the major acquisitions in 1984 and 1985. 
Additional expenses arose from the merger of 
Genstar’s two trust companies and the increase in 
minority interest due to dividends paid on preferred 
shares of subsidiaries issued during 1985. Deprecia- 
tion, depletion and amortization costs were up $38 
million, primarily because of additional amortization 
of intangible assets. Despite the increases in selling, 
general and administrative expenses and deprecia- 
tion, operating income of $388 million was up 18% 
from $329 million in 1984. Operating income as a 
percentage of revenues declined from 10.7% in 1984 
to 9.6% in 1985. This was offset by a reduction 

in financing costs as a percentage of revenues, which 
declined from 6.4% to 5.2%. Net income increased 
by $39 million, or 30%, over 1984 and remained 
almost constant as a percentage of revenues. 


Revenues from both the Canadian and U.S. opera- 
tions improved significantly, increasing by 37% and 
25% respectively. Operating income also increased in 
both countries; rising 26% in the United States and 
9% in Canada. The improvement in U.S. operations 
was enhanced somewhat by the conversion to Cana- 
dian dollars at an average foreign exchange rate of 
1.365 compared to 1.29 in 1984. 


1984 Compared to 1983 

Revenues of $3.1 billion in 1984 were 7% higher 
than 1983 due to increases in all categories except 
land and real estate development. These increases 
included a 49% increase in revenues from industrial 
services, primarily because of the GSX acquisition, 
and a 10% increase from building materials as a 
result of improving economies in the United States 
and Canada. Cost of revenues and customer deposit 
interest as a percentage of total revenues improved 
from 73.7% in 1983 to 72.9% in 1984 and, com- 
bined with the revenue increase, were the major 


factors in the increase in earnings over 1983. 
Although both selling, general and administrative 
expenses and depreciation were $47 million higher 
in 1984, this was more than offset by the improve- 
ment in revenues and cost of revenues, resulting in a 
9% increase in operating income. Slightly higher 
financing costs caused by higher average interest 
rates were also more than offset by a $6 million 
reduction in tax expense. Net income of $132 mil- 
lion in 1984 was 28% greater than the $103 million 
in 1983. Net income as a percentage of revenues was 
4.3% in 1984, compared to 3.6% in 1983. 


The improved results were derived to a large extent 
from the company’s U.S. operations, which contrib- 
uted 15% increases in both revenues and operating 
income. The Canadian operations generated no 
change in revenues and a 4% increase in operating 
income. The slow recovery of the Canadian econ- 
omy adversely affected Canadian revenues, while 
stronger economic growth and the acquisition of 
GSX contributed to improved results in the United 
States. Operating income of U.S. operations was 
further augmented by conversion to Canadian dol- 
lars at an average foreign exchange rate of 1.29 
compared to 1.23 in 1983. 


Operations 


The following discussion of major factors affecting 
the operating income of each industrial category 
during the three years ended December 31, 1985, 
should be read in conjunction with “Results by 
Industrial Category” on pages 42 and 43 of this 
report, and “Financial Data by Geographic Area” 
on page 41. 


Financial Services 
Revenues in 1985 were $1.78 billion, compared to 
$1.24 billion in 1984 and $1.18 billion in 1983. 


Operating income was $164 million in 1985, com- 
pared to $173 million in 1984 and $194 million in 
1983. 

Revenues and operating income for 1984 and 1983 
have been restated to fully consolidate the results of 
operations of Genstar Financial Corporation, a 


subsidiary through which Genstar conducts its finan- 
cial services activities and which was previously 
accounted for on the equity method. 

Financial Services 

Return on Net Assets 

(Pre-tax) 

(percent) 

25 


15 
10 ; 
fs 
: : 
) 
82 83 84 


81 85* 


*Dark portion of bar includes 

all of Canada Trustco’s Year- 

end net operating assets, but 

only a part-year contribution 

to income. Excluding Canada 

Trustco, RONA would have 

been 9.9% in 1985. 
Financial services continued to be the company’s 
largest source of income as trust and lending opera- 
tions expanded significantly in Canada, primarily 
from the acquisition of Canada Trustco. Overall, 
however, operating results from financial services 
were $9 million lower than a year ago, due in large 
part to fewer sales of venture capital investments in 
1985 and a $20-million gain on the sale of a subsid- 
iary’s head office building that was included in 1984 
earnings. 


The acquisition in August of Canada Trustco Mort- 
gage Company for $1.2 billion greatly increased the 
company’s presence in the financial services indus- 
try. On December 31, 1985, Genstar merged Canada 
Trustco with Canada Permanent Mortgage Corpo- 
ration (The Permanent), another Genstar subsidiary, 
to create the seventh largest financial institution in 
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Canada. The newly amalgamated company, which 
has assumed the Canada Trust name, has $22 billion 
in corporate assets and administers another $27 
billion in clients’ assets held in trust. The acquisition 
transaction and its effects are described in Note 1 

to the consolidated financial statements. 


Operating results from the combined trust and lend- 
ing operations increased $15 million from the prior 
year. Canada Trustco made a positive contribution 
to income in the final four months of 1985 after 
accounting for amortization of acquisition expenses 
and interest costs. Similarly, The Permanent’s contri- 
bution to income during 1985, before accounting 
for the 1984 gain on the sale of its head office 
building and the negative effects of amortizing 
acquisition adjustments to assets and liabilities, 
increased due to improved interest margins. 


Trust and lending operations consist of four busi- 
nesses: financial intermediary activities, personal 
and corporate trust services, residential and com- 
mercial real estate brokerage and mortgage banking. 
Operating results from financial intermediary ser- 
vices in 1985 increased primarily as a result of the 
new operations acquired and better interest rate 
spreads. Trust activities benefitted from higher pen- 
sion and personal trust fees and increased corporate 
trust business. Real estate brokerage activities also 
increased over 1984, producing record commission 
income from expanded operations and a strong 
homebuying market that was fueled by lower inter- 
est rates. This contrasts with 1984, when economic 
conditions in Canada slowed commission growth. 
Mortgage banking in the United States experienced 
losses in both 1985 and 1984 when the division was 
in the process of changing its portfolio of mortgages 
serviced from government guaranteed to conven- 
tional mortgages. 


Genstar’s financial services activities were further 
expanded in July through an investment in Gordon 
Capital Corporation, a major Canadian investment 
banker and securities dealer, and a subsequent joint 
venture with Gordon Capital to create a new firm 
that will direct specialized equity investments in 
both the United States and Canada. 
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Sales of venture capital investments generated oper- 
ating income of $36 million, $53 million and $88 
million in 1985, 1984 and 1983, respectively. The 
reduced returns in 1985 and 1984 reflect lower sales 
of venture capital holdings compared to 1983, when 
many start-up companies made initial offerings of 
equity to the public. 

Operating income from the company’s rental and 
leasing operations decreased in 1985, in contrast to 
the steady growth experienced in previous years. 
Increased competition in these businesses caused 
rate reductions and lower utilization of equipment. 


Building Materials: 

Cement, Aggregates and Concrete Products 
Revenues were $794 million in 1985, compared 
with $709 million in 1984 and $677 million in 
1983. The $86-million increase in 1985 resulted 
from improved demand in both Canadian and U.S. 
markets. In 1984, increased demand in the United 
States had been partially offset by weak Canadian 
markets. The following tables show volume increases 
in both the United States and in Canada: 


Sales Volumes of Major Products 1985 1984 1983 
Cement (tons) er) 
Canadas Fae eee eee 1.6 1.4 1.4 
United’ States 0.0 AGP 0.8 0.7 0.5 
Total-* i) dyes Poe aeons 2.4 2.1 
Lime Products (tons) 
United States \.; Sy aehctel eg nance 0.6 0.5 0.5 
Aggregates (tons) 
Canada phi onc cubical ene 8.9 8.3 7.9 
United Statesiic som. tie ina wager 152 ye LSS 12.5 
otal (RRM ang hee eenees eee PHN | PRIA 20.4 
Concrete (cubic yards) 
Canada) toe is, tice ye tae 0.9 0.8 0.9 
United States yo. t.a0 oon eee, 0.9 0.9 0.8 
Ponta <4 Stet yd Bide Cabvithine PO te a nn 1.8 137) tley/ 
Concrete Blocks (standard units) 


Canadayi lint canine eh eae TLS 10,624 


Production Capacity Utilization 1985 1984 1983 
Cement* 

Canadair ntsc iis au 64% 61% 60% 

Pyrited states tye Men hie geek does is 100 100 80 
Lime Products 

WnitediStates mace: one. ee 60 55 45 
Aggregates 

ANaACate ae ee etre ce ote eke 96 96 90 

Writed Statesuemy ieee aes cn 93 83 82 
Concrete Products 

Canad ame erie ae meh hs 45 47 43 

Wited'Statesw cmon wien seo. 106 103 96 


*Cement capacity does not include 1,230,000 tons of capacity not being uti- 
lized for economic reasons. 


Operating income was $103 million in 1985, up 
45% from $71 million in 1984 after an increase of 
60% from $45 million in 1983. The improvement in 
operating income is due primarily to the effects of 
better economic conditions in Genstar’s markets 
over the past two years. 


Building Materials: 
Cement, Aggregates 
and Concrete Products 
Return on Net Assets 
(Pre-tax) 

(percent) 

16 


12 


0 
81 82 83 84 85 


In the United States, 1985 was the third consecutive 
year of strong demand for cement, a reflection of 

the low interest and inflation rates, which prompted 
residential real estate construction, and increased fed- 
eral funding for highway and other municipal im- 
provements. The increase was attributed to contin- 
ued strength in U.S. markets, operating efficiencies at 
modernized production facilities and reduced trans- 
portation costs. 


In Canada, demand for cement improved in the 
prairie provinces following the first upturn in the 
economy in several years. Markets in British Colum- 
bia continued to experience price competition from 
cement imports. Export sales increased as a result of 
the lifting of a trade restriction by the U.S. Federal 
‘Trade Commission. 


Aggregates and concrete products operations per- 
formed well in both the United States and Canada, 
benefitting from greater construction activity in the 
mid-Atlantic states and Western Canada. Sales of 
aggregates, concrete pipe, ready-mix and precast con- 
crete products increased, and streamlining of some 
operations reduced overhead expenses and contrib- 
uted to profitability. 


Building Materials: 

Wallboard and Roofing Products 

Revenues increased 10% to $545 million in 1985, 
compared to $494 million in 1984 and $415 million 
in 1983. 


Sales Volumes of Major Products 1985 1984 1983 
Wallboard (billions of square feet) . . 1.3 1.6 1.4 
Roofing (thousands of tons) ...... 1,052 730 649 
Production Capacity Utilization 1985 1984 1983 
Wallbourdetias ccc cucu: enn: ae 81% 86% 73% 
FROG PAS eee evel au ation ats eee one 53 62 52 


While revenues increased, operating income declined 
in 1985 to $26 million, compared with $32 million 
in 1984. Operating income was $11 million in 1983. 
The decline from 1984 to 1985 was the result of a 
lower volume of wallboard sales and greater roofing 
losses due to continuing competitive price pressure 
and industrywide excess capacity. 


In February 1985, Genstar completed the acquisi- 
tion in the United States of seven roofing plants 
from Bird Incorporated for $65 million, of which 
$36 million represented inventories and accounts 
receivable. The integration of the more efficient 
acquired capacity with Genstar’s roofing facilities 
continued throughout 1985 and, as a result, produc- 
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tion and distribution costs are expected to decline in 
1986. Selling prices, however, have not increased in 
several years because of overcapacity in the industry 
that continues in spite of the closing of approximately 
one-third of the roofing plants in the United States 
in the past four years. 

Building Materials: 

Wallboard and 

Roofing Products 

Return on Net Assets 

(Pre-tax) 

(percent) 

20 


el 
a | 
82 83 84 85 


(20) 
81 


Wallboard revenues and operating income declined 
slightly, reflecting lower residential and commercial 
construction and increased competition in some 
market areas. Product demand, however, was par- 
ticularly strong in east coast markets requiring ship- 
ments from the midwest to fill orders. Overall 
capacity utilization was greater than 81% in the 
United States. Canadian wallboard operations, 
which consisted of three manufacturing facilities in 
western Canada, were sold in the first half of 1985. 


Industrial Services 

Revenues in the Industrial Services category in- 
creased 88% in 1985 to $438 million, compared 
with $233 million in 1984 and $156 million in 
1983. Operating income was $46 million in 1985, 
$26 million in 1984 and $11 million in 1983. The 
increase in revenues and operating income over the 
last two years reflects the acquisition of GSX Corpo- 
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ration in 1984. Smaller acquisitions in both the solid 
waste and chemical waste segments of the industry 
continued in 1985. 


Industrial Services 
Return on Net Assets 
(Pre-tax) 

(percent) 

25 


20 


15 


10 


0) 
81 82 83 84 85 


Of the total revenues generated by the waste ser- 
vices operations in 1985, approximately 85% was 
generated by the collection and disposal of solid 
waste. The remaining 15% of revenues was gener- 
ated by chemical waste operations. In addition, the 
solid waste operations produced approximately two- 
thirds of this division’s 1985 operating income. In 
January of 1986, GSX also purchased one of the 
largest commercial incinerators in the United States 
for the disposal of hazardous liquid waste. In addi- 
tion, during 1985, the company received contracts 
for anumber of new solid waste and resource 
recovery projects which will benefit future operating 
results. 


Operating returns from marine activities decreased 
slightly from 1984 and 1983, reflecting reduced 
activity in the forest products industry in British 
Columbia, a major customer for Genstar’s marine 
services. Both the tug and barge and the ship repair 
and construction operations were adversely affected. 


Also included in this category in 1983 is the compa- 
ny’s interest in a joint venture in chemical and 
fertilizer manufacturing operations in Eastern Can- 
ada. In 1983, the company recorded a $9-million 
loss resulting from operating losses and the write-off 
of its remaining investment in the venture. 


Land and Real Estate Development 
Revenues were $471 million in 1985, compared to 
$389 million in 1984 and $440 million in 1983. 


Sales Volumes 1985 1984 1983 
Residential Building Lots 
Cara eee Ve eer fd pesca ae 2,203 1,982 1,851 
UWnited:Statesmets sinus cqclcn ie ctak 1,245 681 1,809 
PTotaleeen ee ee arn. bh ataniun lee 3,448 2,663 3,660 
Land (acres)* 
Ganadage eee meses chit. ies, 3 1,146 166 1,321 
WinitediStates\ aise ts a Lye Alfsalts)  aenk®) 
TROBE ke Ati, AOR Oe Ue CA eae a ee 3,673 1,984 2,631 
Income Properties* 1985 1984 1983 
(thousands of sq. ft.) 
Office BRUGINGS mae ate mea ee 850 500 600 
Dhoppine@entersimee ata). 210. 1,500 950 800 
BUSIeSSERALKS ewes als ae Geta 500 750 400 
plot lgpese casey sss ck Ze hae s 2,850 2,200 1,800 


*These statistics include both wholly-owned and joint-venture land sales 
and income properties. 


Operating income was $100 million in 1985, com- 
pared to $68 million in 1984 and $69 million in 
1983. 


The fluctuations in revenues and operating income 
between years reflect the transaction-oriented nature 
of the business. 


Land and Real Estate 
Development 

Return on Net Assets 
(Pre-tax) 

(percent) 

16 


All 


81 82 83 84 85 


Land and real estate development made a significant 
contribution to operating income in 1985, realizing 
an increase of 46% over 1984 on a 21% increase in 
revenues. The company also sold its remaining 
housing businesses in California early in 1985, com- 
pleting its withdrawal from the house building 
industry in Canada and the United States. 


In Canada, returns from land development increased 
significantly reflecting strong demand, particularly 
in Ontario and Manitoba. The important Alberta 
market continued to be soft but there was some 
improvement. 


U.S. land development operations experienced 
another strong year, with demand increasing in all 
market areas except Houston. The company made 
extensive use of joint ventures and partnerships to 
provide more direct project financing from external 
sources. 


Genstar continued to expand its income property 
portfolio in 1985 through acquisitions and develop- 
ment of owned sites and expects to continue this 
effort in 1986. As a result, fewer properties were 
available for sale in 1985, and revenues and income 
from commercial and industrial developments were 
lower than in 1984, particularly in the United States 
where several developed properties were sold the 
previous year. 


Financing Costs 


Total financing costs increased 8% in 1985 to $212 
million, following a 3% increase to $197 million 
from 1983 to 1984. The increase in financing costs 
is primarily related to borrowings necessary to ac- 
quire Canada Trustco. Borrowing rates, which had 
risen slightly in 1984, declined throughout 1985. As 
in prior years, interest rates paid by the company 
on its short-term and demand debt were below the 
bank prime rate because of the use of bankers’ 
acceptances, LIBOR (London Inter-Bank Offered 
Rate) and money-market borrowing instruments. 


Financing 1985 1984 1983 
(millions of dollars) 


Financing COsta senhr. thine enhe ie SU2I2095 1970'S) 19L 
Average Borrowings ..-.+++-+++: $1,901 $1,489 $1,589 
Effective Rate Re Uy SSSA Te ae Seng ar 11.1% 13.2% 12.0% 


Sy 


Financial Review 


Genstar Corporation 
(Continued) 


The decrease in effective borrowing rates in 1985 
was caused by lower bank prime rates, retirement of 
high interest rate debt and interest swaps. 


In May, 1985, the remaining portion of the 14 3/4% 
debentures due in 1991 were called for redemption. 
This high-cost debt was initially refinanced with 
short-term debt and has recently been replaced with 
an interest rate swap fixing the cost at 10.3% for the 
next five years. The company also reduced the cost of 
its 17 1/2% debentures due in 1989 by entering into 
a floating-rate interest swap. 


Performance Measurement 


The company places great emphasis on the impor- 
tance of measuring operating performance to help 
determine the business investments that will ensure a 
strong and viable future. Both internally and exter- 
nally, various measures of performance have been 
used to compare efficiency and profitability between 
the divisions of Genstar and between Genstar and its 
competition. 


The relationship between returns and the capital 
invested is one of the most valid and widely recog- 
nized measures of performance. The measure that 
the company has used extensively is return on net 
assets (RONA), a measure of operating income in 
relation to capital employed. 


As indicated in the chart, RONA in 1985 was 

8.6% compared to 11.6% in 1984 and 12.1% in 
1983. Performance in 1985 is distorted because all 
of Canada Trustco’s net operating assets, but only 
four months of income since its acquisition, are 
included. Excluding Canada Trustco, 1985 RONA 
was 11.0%. This decrease from 1984 is largely 
attributable to the decline in operating income as a 
percentage of revenues. The lower level of economic 
activity in Western Canada throughout most of the 
1980s has prevented profitability, as measured by 
RONA, from returning to the levels achieved during 
the 1970s. 
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Genstar Corporation 
Return on Net Assets 
(Pre-tax) 
(percent) 
15 


12 


fe) 
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*Dark portion of bar includes 

all year-end operating assets 

of Canada Trustco, but only a 

part-year contribution to 

income. Excluding the effects 

of Canada Trustco, RONA 

would have been 11% in 

1985. 
Another significant performance measurement is the 
return on common shareholders’ equity, a measure- 
ment of performance in relation to the funds invested 
by the company’s common shareholders. Return on 
common shareholders’ equity was 12.1% in 1985, 
compared to 13.1% in 1984 and 12.3% in 1983. 
This decline from 1984 is due to issuance of five 
million additional common shares in September. In 
comparison, a return on average common equity 
reflects a much smaller decline from 14.4% in 1984 


to 14.2% in 1985. 


A third measure of performance, which takes on 
added significance with the consolidation of finan- 
cial services operations, is return on total assets 
(ROA). ROA is one of the standard measures of 
operating efficiency in the financial services indus- 
try. ROA was .67% in 1985, compared to 1.27% in 
1984 and 1.11% in 1983. Again, the acquisition of 
Canada Trustco distorts the comparison between 
1985 and 1984. A more meaningful comparison, 
excluding Canada Trustco, shows an increase in 
ROA to 1.43% in 1985. 


Liquidity and Capital Resources 


The company’s primary sources of liquidity are cash 
provided from operations and external credit facili- 
ties. During 1985, $278 million of funds was gener- 


ated by operations. These funds were used to 
expand operating assets and to fund new investment 
opportunities. 


The Statement of Changes in Financial Position on 
page 48 of this report shows in detail the sources of 
cash flow from earnings and net operating assets and 
the use of cash flow for longer-term investment 
activities. In each of the last two years funds gener- 
ated from operations were more than sufficient to 
finance growth in operating net assets, such as loans, 
accounts receivable and inventories. In fact, cash 
generated from building materials and real estate 
development activities not only paid for net fixed 
assets and income property additions, but also pro- 
vided some of the funds necessary to finance the two 
major acquisitions which occurred in 1985 and 1984. 


The major investment during 1985 was the acquisi- 
tion of Canada Trustco for $1.2 billion. In 1984, 

the acquisition of the GSX operations was the larg- 
est component of investment activities. Both of these 
acquisitions were funded primarily by increases in 
debt and both preferred and common share equity 
offerings. 


Total capital expenditures were $247 million in 1985, 
compared to $203 million and $259 million in 1984 
and 1983, respectively. In 1985, expenditures included 
the acquisition of roofing plants, shopping centers 
and commercial properties and of electronic test 
equipment and shipping containers. Disposals during 
the year included the sale of the Canadian gypsum 
wallboard operations and other assets. 


The total amount of financing required in 1985 was 
$1.328 billion, compared to the 1984 requirement 
of $269 million. In 1983, Genstar had a net paydown 
in financing of $264 million, reflecting management's 
objective of reducing debt during a period of high 
interest rates. At the end of 1985, over $1.4 billion 
of committed credit lines were available to the 
company. Of this amount, $937 million was being 
utilized. This was an increase from $388 million 
utilized at the end of 1984, but a decrease from $1.3 
billion utilized at September 30, 1985, after the com- 
pletion of the Canada Trustco acquisition. 


The principal components of the company’s capital 
base are borrowed funds and shareholders’ equity. 
The ratio of debt to equity at the end of 1985 was 
60:40, compared with 53:47 and 59:41 at December 
31, 1984 and 1983, respectively. The 1985 ratio 
reversed the longer-term trend in debt reduction 

as a result of debt incurred to finance the Canada 
Trustco acquisition. Genstar has reduced the acquisi- 
tion debt from $1.2 billion at the time of acquisition 
to approximately $660 million at December 31, 
1985, by a combination of Genstar’s common share 
issue, Genstar Financial Corporation’s preferred share 
issue and the reversion of surplus attributable to 
company contributions to salaried pension plans. 
The company anticipates further debt reductions in 
1986 from planned asset sales. 


Debt and Equity 
millions of dollars) 
Debt 
i Equity 
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Debt outstanding at the end of 1985 was $2.3 
billion, as more fully described in Note 11 to the 
consolidated financial statements. In percentage 
terms, debt consisted of: 


Percent of Total Debt 1985 1984 
Floating Interest Rate Debt 
Short-termnien ae aire tear eram eet ere Bre 19% 29% 
TRONS LET iy dene wie ents Bie hs ves Whale SNE 55 BS 
74 62 
Fixed Interest Rate Debt 
Dscorige erin bos oyessciles uate: Boiss vhayk onions eke 26 38 


100% 100% 
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Genstar Corporation 
(Continued) 


At December 31, 1985, the company had floating 
interest rate debt outstanding of approximately 

$660 million resulting from the Canada Trustco 
acquisition. In addition, the company has maintained 
a high percentage of other debt at floating interest 
rates to take advantage of declining rates. 


Genstar has more than $1.4 billion of committed 
bank lines of credit which provide, solely at its 
option, the ability to fix interest rates from one to 
five years. Therefore, the proportion of fixed interest 
rate debt can be increased from 26% to approxi- 
mately 80% if market conditions change. 


In the United States, the company established bank- 
ing relationships for the first time since 1982, includ- 
ing a $125 million commercial paper program sup- 
ported by bank letters of credit and the establish- 
ment of more than $200 million of money-market 
lines of credit with a number of U.S. and interna- 
tional banks. These facilities allowed the company to 
borrow money at a significant saving from bank 
prime interest rates. 


In September, Genstar sold five million common 
shares at a price of $31.625 per share to partially 
finance the purchase of Canada Trustco. Genstar 
Financial Corporation, the financial services subsid- 
iary of the company, also sold $300 million of 9% 
preferred stock in Canada, its initial offering of 
shares. The shares are retractable by the shareholder 
and redeemable by the company in 1990. 


Genstar Financial Corporation, also sold $75 mil- 
lion of 11 3/4% debentures, due in 1995, in the 
Euro-Canadian market in its initial offering of a debt 
instrument to the public. 


Despite a decrease in the ratio of equity to total 
capitalization, common shareholders’ equity 
increased significantly in 1985 from the issue of 
5,000,000 common shares during September and 
from earnings retained in the company. In addition, 
almost all of the outstanding Series C convertible 
second preferred shares were converted to common 
shares in March 1986. 
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The Securities and Exchange Commission (SEC) 
requires that capital stock with mandatory redemp- 
tion provisions be reported separately from other 
elements of shareholders’ equity and be considered 
as debt in computing balance sheet ratios. This 
approach ignores the respective rights of the holders 
of these shares and, in particular, the holders of 
convertible shares. In addition, minority interest is 
also considered by the SEC to be a form of debt. 
Using these guidelines, Genstar’s total debt-to-equity 
ratios would be 69:31 in 1985, 62:38 in 1984 and 
65:35 in 1983. 


Equity Income 


Included in third-party revenues is the company’s 
share of the income or loss from joint ventures and 
investments accounted for on the equity basis. Total 
equity income amounted to $5 million in 1985, 
compared to losses of $12 million in 1984 and $27 
million in 1983. In 1985, $8 million of this equity 
income is included in the revenues of the land and 
real estate development category, compared to losses 
of $12 million in 1984 and $14 million in 1983. 


Inflation-Adjusted Results 


The information included in Note 23 to the consoli- 
dated financial statements restates certain balance 
sheet and statement of income items for the effects 
of inflation using methods prescribed by financial 
accounting authorities in Canada and the United 
States. 


Income Tax Considerations for U.S. Individual 
Shareholders 


Dividends are paid in Canadian and U.S. dollars and 
other currencies depending upon the residence of the 
shareholder. Dividends paid to United States resi- 
dent shareholders in 1985 were subject to a15% 
withholding tax. Generally, dividends received by 
United States citizens or residents are subject to U.S. 
income tax on the amount of the dividend, but either 
a credit or a deduction for Canadian income tax 
withheld may be claimed. Because Genstar is not a 
United States domestic corporation, the partial 
exclusion of dividends received by individuals from 
U.S. corporations is not available. 


Share Capital 


Genstar’s voting share capital consists of 40.9 mil- 
lion common and preference shares. At December 
31, 1985, 90% of the voting shares were registered, 
and the balance were in bearer form. Below is a 
summary of the voting shareholdings of the com- 
pany, which shows that during 1985 the number of 


voting shareholders declined slightly while the num- 
ber of shares outstanding increased. Canadian share- 
holders increased their holdings to 60% of the voting 
shares and U.S. shareholdings remained constant 
compared to 1984. Information regarding trading 
volume and price information is included in Note 22 
to the consolidated financial statements. 


Shareholdings 1985 1984 
Shareholders Shareholdings Shareholders Shareholdings 
Number % Shares % Number % Shares % 
(millions) (millions) 
Common and 
wotmePrejerred = Canaday.: 53.62 ...3', .. 8,583 78 24.4 60 9,127 77 18.7 53 
Wnited states ease 2,370 21 9.2 22 2,591 22 7.8 22 
Bearert eee ey ieee. < — 3.9 10 8 _ 4.3 12 
Other Countries........ 132 1 3.4 8 142 1 4.8 i be 
11,085 100 40.9 100 11,860 100 35.6 100 
*The ownership of bearer shares is unknown. 
Financial Data by Geographic Area 1985 1984 1983 1982 1981 
(millions of Canadian dollars) 
Revenues Canada and other* 
Financial services........ 1542.6 1,016.6 964.9 965.5 414.3 
Other operations........ 659.9 616.9 671.2 801.3 1,049.9 
United States 
Financial services........ 240.5 219.1 218.0 160.7 134.3 
Other operations........ 1,588.9 1,206.7 1,017.4 874.5 1,030.5 
otal Bemis eal ste $ 4,031.9 $ 3,059.3 $2,871.5 $2,802.0 $2,629.0 
Operating Income Canada and other* 
Financial services........ 81.6 110.9 90.6 62.6 29.7 
Other operations........ 87.2 43.9 58.3 82.2 200.3 
United States 
Financial services........ 82.5 62.3 103.7 66.2 43.4 
Other operations........ 136.9 SG Es 47.8 (142.5) (12.0) 
S) CofE) & or (RA A Ng Rael $ 388.2 $ 328.6 $ 300.4 $ 68.5 $ 261.4 
Identifiable Assets Canada and other* 
Financial services........ 22,356.3 7,485.7 6,816.5 6,025.9 5,754.4 
Other operations........ 919.2 824.9 866.5 1,031.4 gabe /7) 
United States 
Financial services........ 625.8 655.4 497.9 499.8 283.8 
Other operations........ 1,468.8 1,414.0 ala KO)si7) 1,204.2 1,304.0 
MOtalMP nei BENG te ie aie $25,370.1 $10,380.0 $9,286.1 $8,761.3 $8,469 .4 


*Includes jurisdictions outside North America. 
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Genstar Corporation 


(millions of Canadian dollars) 


Results by Industrial Category 


For the five years ended December 31, 1985 


Revenues 


Third 
Party 


Inter- 
Category 


Financial Services 


Mortgage lending; retail and commercial banking; mortgage banking; 
fiduciary services; venture capital investment; arbitrage investments; 
real estate sales brokerage; leveraged leasing; leasing of transportation 
containers; rental of electronic test and measurement equipment. 


wo tel tense, tee ay rele le 


oleh ia. une tise) Gets ie) 6h ere. 


a). jely Ono), cat foleney ure .e) a, 


ay) >: 10) ap (ok eens ute. 


fo} eiale) (o\pelarau isis emia, ce 


17 8e.1 
1,235.7, 
1,182.9 
1,126.2 

548.6 


A 


Building Materials: 
Cement, Aggregates and Concrete Products 


Manufacture of normal portland and specialty cements, lime, precast/ 
prestressed concrete components, concrete blocks, pipe and railway 
ties; production of ready-mix and asphaltic concrete, classified sand, 
gravel, aggregates, crushed stone, calcium carbonate, and packaged 
home repair materials; municipal construction and real estate sub- 
division servicing. 


e404 016. oi (wlniely Lom a el to: 


aim ele eel Gaels ellen). « 


©, he oke'( 61, 19) mle fan Kelenns 
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794.1 
708.6 
67745 
764.2 
883.4 


Building Materials: 
Wallboard and Roofing Products 


Manufacture of gypsum wallboard, asphalt shingles and other roofing 
products and asphaltic adhesives. 


‘delta, js) le Helk en iel: oye 


a! Kei! \e? Vor xo! Solel. “o. wine 
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545.2 
493.5 
414.8 
440.3 
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Industrial Services 


Refuse collection; solid and chemical waste transfer and landfilling; 
methane gas recovery; emergency chemical waste clean-up services; 
rubber reclamation and recycling; tug and barge transportation; ship- 
building and repairs. 


a sei tel? er sate eh he tet ne 
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438.2 
233.0 
156.4 
186.4 
186.5 


Land and Real Estate Development 


Development of residential, commercial and industrial land; 
construction of shopping centers, office buildings, industrial parks 
and warehouses. 


OURO CWA ChaC Se Cy OR Ae AG 
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471.3 
388.5 
440.3 
284.9 
469.2 


Corporate and Unallocated Items 


General and administrative expenses and assets of the company’s 
corporate offices. Certain corporate revenues, costs, depreciation 
expenses and net assets are allocated to the industrial categories. 


ae) Ne a oe) ) al telnet wie 
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Consolidated 


Inter-category revenues are at market prices and must be deducted 
from cost of sales and total costs and expenses (on adjoining page) to 
calculate costs and expenses as shown in the consolidated statements. 
of income. 


SS eerte ne neh antes eae Se TS Sree A ANU OMe bly Win Aree Neto UR OE we ke ete a wa LR act ORO a ey (oul Pye es 
*Net operating assets are calculated by deducting non-interest bearing liabilities, except income taxes, and customer demand and term deposits, from the 
identifiable assets of each category. General corporate assets are allocated among the categories. **Pre-tax return on net assets is the performance measure- 
ment obtained by dividing income before interest and taxes by year-end net ope 
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3,059.3 


rating assets. ***Includes financial services customer deposit interest. 


Costs and Expenses 


acost Selling Depreciation “Net Sa 
of General and Depletion and Operating Operating Net Assets Identifiable Capital 
Revenues Administrative Amortization Total = Income Assets (percent) Assets Expenditures 
1,283.8 IM a ¥ Pi 60.4 1,619.4 164.1 2,611.6 W635 ) 22;982.1 56.5 
858.1 156.4 48.0 1,062.5 173.2 940.8 18.4 8,141.1 128.8 
806.4 138.0 44,2 988.6 194.3 805.1 24.1 7,314.4 114.3 
860.6 LOT 30.2 997.9 128.8 7Ole7, 16.3 OPD 20.7. 1O2+7 
410.6 47.6 We 475.5 TENS | 468.0 15.6 6,038.2 30.3 
591.0 65.3 45.9 ZO2t2 103.4 649.6 15.9 773.0 24.4 
536.9 60.1 44,9 641.9 71.4 670.2 10.7 TTL Dow 
OZ Ane 66.0 44.4 637.6 44,7 688.6 6.5 766.9 Lez 
607.5 67.6 43.2 718.3 51.4 TPA a® 7x. 857.0 34.9 
664.6 78.8 DOS 793.7 128.4 804.5 16.0 O77 2 103-7 
454.4 46.1 18.6 oo 26.3 210.4 TS 308.4 48.3 
407.5 36.1 18.4 462.0 31.9 7 SLT. 18.4 250.2 37, 
360.8 30.1 13.2 404.1 10.9 228.4 4.8 256.8 1St7, 
425.5 40.0 15.2 480.7 (39.8) 205.0 (19.4) 258.6 18.6 
502.1 50.9 14.7 SOA. (26.4) 252.2 (10.5) 310.8 20D 
302.5 O0:5.00e 42.9 396.2 46.3 391.4 11.8 472.1 44,9 
168.9 Zan0 | 7 IMA 25.8 YAH Bae beulspiges AP | 400.7 5.8 
125.9 13.9 9.9 149.7 10.7 109.2 9.8 Poel 6.3 
ED 2cz 1333 9.7 Sez 13.9 LAS bs 11.5 139.6 O20 
131.8) > Loe 10.6 TOs. 30.9 2 Dco ZOU 155.1 14.5 
338.2 B05 27. 371.4 100.0 653.7 15.3 759.4 70.9 
266.5 49.7 4.1 320.3 68.4 701.3 9.8 7635. 26.5 
304.7 62.9 4.1 VANE 68.7 661.8 10.4 768.8 105.3 
obo 64.8 4.2 350.5 (56.2) 778.9 (7.2) 919.0 94.0 
299.1 67.0 Bue 369.3 102.8 876.2 aA07. 930.2 7 A 
— 51.9 — ond (51.9) Te — Tdicck 1.6 
_ 42.1 — 42.1 (42.1) —_ = Ola Pate) 
i) 28.4 — 28.9 (28.9) a at 44.1 6 
Ay 28.9 — 29.6 (29.6) — A 61.4 5.8 
3.0 44.4 47.4 (47.4) Coa cee S79 6.9 
$2,969.9 $519.8 $170.5 $3,660.2 $388.2 $4,516.7 FS Gro nosO cue $246.6 
CAO MANS | 369.2 132.9 2,740.0 328.6 2,833.1 11.6 10,380.0 202.8 
WoL ZO.0 O39%0 115.8 2,580.6 300.4 2,493.1 | 2a | 9,286.1 259.4 
eo 2O.O CPA Bld $O2 OMe / OLie 68.5 2025.0 2.6 8,761.3 ZO wo 
EOI. 2. 304.8 96.1 2,412.1 261.4 2,524.4 10.4 8,469.4 183.3 


****Onerating income from Canada Trustco Mortgage Company is included only for the last four months of 1985. Pre-tax returns excluding € 
ies Motes Company would have been 9.9% for the financial services category and 11.0% for the consolidated results. *****Operating income 
from the GSX acquisition is included only for the last quarter of 1984. The pre-tax returns based on average net operating assets (instead of only year- 
end) would have been 11.3% for the Industrial Services category. 
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Genstar Corporation 


Summary of Significant Accounting Policies 


For the years ended December 31, 1985, 1984 and 1983 


The company’s accounting policies conform in all material 
respects with generally accepted accounting principles 
(GAAP) in Canada and the U.S., except as set out below 
for foreign exchange. 


Consolidation 


These consolidated financial statements include the 
accounts of Genstar Corporation and its subsidiaries, includ- 
ing Genstar Financial Corporation, a financial services 
subsidiary (see Note 21). Subsidiaries are consolidated 
from the date of acquisition on the basis of purchase 
accounting. 


Investments in 50% or less owned joint ventures are 
accounted for on the equity method. 


Foreign Exchange 


Assets of subsidiaries for which the functional currency 

is the U.S. dollar, and related liabilities, are translated into 
Canadian dollars at the year-end rate of exchange, while 
revenues and expenses are translated at the average ex- 
change rate for the year. Unrealized balance sheet amounts 
are maintained as a separate balance sheet account until 
such time as the related foreign currency investment is 
realized in Canadian dollars. 


Amounts denominated in foreign currencies other than the 
U.S. dollar are translated at historical exchange rates for 
non-monetary items, and at the year-end exchange rate for 
monetary items. Translation fluctuations are included in 
income for the period, other than those associated with 
long-term debt which are amortized straight-line over the 
remaining term to maturity of the debt, which is at 
variance with United States GAAP as outlined in Note 21. 


Securities 


Bonds and debentures are stated at amortized cost plus 
accrued interest. Stocks are stated at cost plus dividends 
declared unless market declines are considered to be other 
than temporary. In determining gain or loss on securities 
sales, the cost of securities is based principally on the 
specific identification method. 

Loans 


Mortgage, commercial and personal loans are carried at 
cost plus accrued interest less repayments and allowance 
for possible losses. Provisions for possible losses on loans 
are based upon payment delinquency information, histori- 
cal trends and other factors which in management's judge- 
ment deserve recognition. Losses are charged against the 
allowance as realized. 


Inventories 


Inventories are valued at the lower of cost or net realizable 
value. Cost of manufactured goods is determined princi- 
pally at average on the first-in first-out basis and includes 
all direct overhead except depreciation. Cost of land and 
real estate inventories is determined on a specific item basis 
and includes the cost of services such as roads, sewage and 
water systems on land under development. 
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. Income Properties 


Properties held for and under development are stated at the 
lower of cost or estimated net realizable value. Income 
producing properties are stated at cost less accumulated 
depreciation and are not written down unless their value is 
permanently impaired. Cost includes all direct costs of 
development and construction including carrying costs 
such as interest, property taxes and net operating costs 
incurred during the development phase. Administrative 
overhead expenses are not capitalized. Depreciation on 
buildings is provided straight-line over 40 years. 


Fixed Assets 


Fixed assets are stated at cost less accumulated deprecia- 
tion. Expenditures for additions, improvements and renew- 
als are capitalized and expenditures for maintenance and 
repairs are charged to income. When assets are sold or 
retired, their cost and accumulated depreciation or deple- 
tion are removed from the accounts and any gain or loss 
resulting from their disposal is included in income. 


Depreciation of fixed assets, except land, is provided by 
annual charges to income on the straight-line method based 
on estimated useful lives ranging from 20 to 40 years for 
buildings, from 5 to 25 years for machinery and equip- 
ment, and 7 to 15 years for rental and lease equipment. 
Landfill sites are depreciated, on the basis of capacity used, 
to their estimated residual value. Depletion of quarries and 
gravel deposits is calculated on the unit of extraction 
method. 


Revenue Recognition 


Fees and commissions are recorded as income when 
received. All other financial services income is recorded on 
the accrual basis. 


Revenues from the sale of manufactured products are 
recognized upon passage of title to the customer, which 
generally coincides with their delivery and acceptance. 
Revenues from the sale of land and real estate are recog- 
nized in the period in which the transactions occur, pro- 
vided collectibility of the proceeds is reasonably assured. 
Notes receivable taken back on land and real estate sales 
are adjusted to reflect market interest rates. 


Revenues from construction and shipbuilding contracts are 
recognized on the percentage of completion method and 
any losses are provided for as they become known. Claims 
for additional contract compensation are not recognized in 
income until resolved. 


Deferred revenues result from the contributions of assets to 
partnerships or joint ventures at a value in excess of cost, 
the sale of the future production from limestone deposits, 
the sale and leaseback of fixed assets at a value in excess of 
cost and the reversion of excess assets from pension plans 
(see Note 19). Income is recognized as sales are made to 
third parties or over the term of the lease in the case of the 
sale and leaseback transactions. 


Ci ta ad 


Genstar Corporation Consolidated Statements of Income 
For the years ended December 31, 1985, 1984 and 1983 
(thousands of Canadian dollars) 
1985 1984 1983 
Revenues Financial services 1,783,065 1,235,684 1,182,898 
Building materials and services 1,339,346 1,202,077 1,091,900 
Industrial services 438,163 233,059 156,390 
Land and real estate development 471,281 388,511 440,320 
4,031,855 3,059,331 2,871,508 
Cost and Expenses Cost of revenues 1,889,154 1,526,859 1,460,816 
Financial services 
customer deposit interest 1,064,243 701,823 655,118 
Selling, general and administrative 519,786 369,153 339,308 
Depreciation, depletion 
and amortization 170,462 132,898 115,854 
3,643,645 2,730,733 2,571,096 
Operating Income 388,210 328,598 300,412 
Financing Costs 211,683 196,545 190,772 
Income before Income 
Taxes 176,527 132,053 109,640 
Provision for Income 
Taxes 5,300 300 6,600 
Net Income for the Year $ 171,227 $ 131,753 $ 103,040 
Net Income | 
Per Common Share Canadian Method 
Basic $4.16 $3.56 $2.83 
Fully diluted 3.82 3.38 272 
United States Method 
Primary 3.82 3.08 Die 2 
Fully diluted 3.82 3.38 2a2 


The accompanying notes are an integral part of these financial statements. 
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Consolidated Balance Sheets 


Genstar Corporation 
As at December 31, 1985 and 1984 
(thousands of Canadian dollars) 
1985 1984 
Assets 
Financial Services Cash and short-term notes 2,843,399 999,947 
Receivables and other assets 266,052 160,966 
Securities 2,965,095 964,405 
Mortgage, personal and commercial loans 15,499,157. 5,510,604 
Income properties 263,757 -- 
Fixed assets 468,496 343,991 
Intangible assets 709,619 152,966 
23,015,575 8,132,879 
Building Materials Accounts receivable and other assets 213,071 197,845 
Inventories 142,933 122,433 
Fixed assets 708,372 703,958 
Intangible assets 34,733 36,789 
7 1,099,109 1,061,025 
Industrial Services Accounts receivable and other assets 118,537 85,416 
Fixed assets 198,857 200,887 
Intangible assets 162,666 125,382 
480,060 411,684 
Land and Real Estate Accounts, mortgages and notes receivable 156,033 110,476 
Development Inventories 277,884 411,771 
Income properties 250,283 167,547 
Joint ventures and other assets 91,141 84,647 
775,341 774,441 
$25,370,085 $10,380,029 
On behalf of the Board 


rgur Phae Teaerg ko 


Director 


Se IE fr 


Director 
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1985 1984 
Liabilities and 
Shareholders’ Equity 
Financial Services Customer demand and term deposits 20,202,253 6,910,619 
Accounts payable and other liabilities 284,988 282,395 
Income taxes 85,765 28,389 
20,573,006 7e22 19403 
Other Operations Accounts payable and other liabilities 375,653 273,794 
Deferred revenue 119,495 66,967 
Income taxes (4,652) 27 872 
490,496 368,633 
Debt 2,309,917 1,469,994 
Minority Interests 
in Subsidiaries 436,433 35,909 
Preferred Shares Redeemable preferred shares 220,775 220,775 
Convertible redeemable preferred shares 205,140 205,065 
425,915 425,840 
Common Shareholders’ Common shares and contributed surplus 476,443 312,886 
Equity Retained earnings 558,975 465,764 
Unrealized foreign exchange 98,900 79,600 
1,134,318 858,250 


The accompanying notes are an integral part of these financial statements. 


$25,370,085 $10,380,029 
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Genstar Corporation 


Consolidated Statements of Changes in Financial Position 


For the years ended December 31, 1985, 1984 and 1983 
(thousands of Canadian dollars) 


1985 1984 1983 
Operations Net income for the year 17132272 313177 S31 03-040 
Items not affecting funds: 
Depreciation, depletion and 
amortization 170,462 132,898 115,854 
Deferred income taxes (34,100) (15,800) (53,300) 
Equity income and other (29,542) (23,818) 20,452 
Funds Generated by Operations $ 278,047 $225,033 $ 186,046 
Operating Net Assets Financial Services 


Investment Activities 


Dividends 


48 


Cash, short-term notes and securities 
Loans 


473,377 (339,529) (168,568) 
(1,458,642) (347,229) (594,666) 


Deposits 759,478 555,793 697,449 
Receivables, payables and income taxes (10,121) 53,433 141,642 
(235,908) (77,532) 75,857 
Other Operations 
Accounts receivable (107,327) (60,299) 51,488 
Inventories 113,387 (32,036) 167,199 
Accounts payable and income taxes 97,049 35,995 (13,566) 
Foreign exchange translation effects ippacts: 16,659 (4,198) 
110,364 (39,681) 200,923 


Net Funds Generated by 
(Required for) Operating Net Assets 


Acquisitions 
Canada Trustco Mortgage Company 


$ (125,544) $(117,213) $ 276,780 


(1,186,315) ~ = 
(10,845) (264,000) ku 


GSX Corporation 


(1,197,160) (264,000) ~ 


Fixed Assets, Income Properties and 
Joint Ventures 


Financial Services 


Disposals 21,830 43,221 8,701 

Additions (105,968) (124,334) (114,614) 
(84,138) (81,113) (105,913) 

Other Operations 

Disposals 115,153 138,173 146,813 

Additions (244,616) (123,108) (203,303) 


(129,463) 15,065 (56,490) 


Net Funds Required for Investment 
Activities 


Net Funds Available (Required) 
for Financing Activities 


$(1,410,761) $(330,048) $(162,403) 
$ (70,154) $ (46,367) $ (36,737) 


$(1,328,412) $(268,595) $ 263,686 


Consolidated Statements of Changes in Financial Position (continued) 1985 1984 1983 
Financing Activities Issue of long-term debt 997,273 65,501 98,105 
Repayment of long-term debt (254,311) (30,615) (35,896) 
Issue of common and preferred shares 155,770 206,798 5,564 
Increase in minority interests 357,790 15eL0S (577) 
Deferred revenue 52,528 (13,295) (8,610) 
Increase (decrease) in 
short-term borrowings 19,362 D504 es (322.272) 
Financing Generated (Required) $ 1,328,412 $ 268,595 $(263,686) 
Consolidated Statements of Retained Earnings 
For the years ended December 31, 1985, 1984 and 1983 
(thousands of Canadian dollars) 
1985 1984 1983 
Retained Earnings 
Beginning of Year 465,764 383,099 316,796 
Net income for the year 171,227 131,753 103,040 
636,991 514,852 419,836 
Dividends—preferred shares 33,585 19,605 14,848 
—common shares 36,569 26,762 21,889 
70,154 46,367 36,737 
Share issue expenses 
(net of income taxes) 7 862 2,721 = 
78,016 49,088 36,737 
Retained Earnings 
End of Year $558,975 $465,764 $383,099 


The accompanying notes are an integral part of these financial statements. 
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Genstar Corporation 


1. Business Combinations 


Notes to Consolidated Financial Statements 
For the years ended December 31, 1985, 1984 and 1983 


Canada Trustco Mortgage Company 


Through a cash tender offer, Genstar Acquisition 
Corporation, a subsidiary of the company, acquired, 
effective August 27, 1985, 98.5% of the common 
shares of Canada Trustco Mortgage Company 
(Trustco) which, together with 10,000 common share 
purchase warrants, represents 93.5% of their com- 
mon shares on a fully diluted basis. 


The total cost of the acquisition, including related 
expenses, was $1.186 billion and was financed by 
$744 million in bank borrowings, $152 million in 
proceeds from the issue of five million common 
shares and $290 million in proceeds from the issue of 
12 million preferred shares by Genstar Financial 
Corporation, a subsidiary of the company. 


The consolidated financial statements include the results of operations of Trustco from the effective date of the 
acquisition. Details of the acquisition, which has been accounted for on the purchase basis of accounting, are 


as follows: 
Net tangible assets at the book value of Trustco 


Less: Minority interest — preferred shares of Trustco .... . 


— common shares of Trustco 


Net tangible assets acquired at book value .............. 


Allocation of excess of cost over book value: 


Tangible net assets — Mortgage, personal and commercial loans.................-. 


— Customer demand and term deposits 


= SOCUTIEES 2 ioe net nert LS oe ee 


— Income properties 


— Premises and equipment.......... 


Identifiable intangible assets 


— Financial intermediary ........... 
— Fiduciary i308 4 ce cen eae 
Residual intangible assets)... Gee bn oe eer ees 


Total purchase price’of Jrustco 2550.) os eee ee ee 


The company’s net income will be adjusted to amor- 
tize the excess purchase price allocations over the 
term to maturity of financial assets and liabilities, 
which in most cases occurs by 1990, over the remain- 
ing estimated useful lives of 10 to 36 years for 
properties and equipment, over 5 to 25 years for 
identifiable intangible assets and over 30 years for 
residual intangible assets. 


Net income per common share 


Canadian method —Basic. c-nme eer, aie tes ee eae 
Fully CilGted eb aaah ay, Oe, ur ea eae 
Se DTM Ary uss thn Maa, coe rat koe ia en 
fully dilutedi*A)Guciwndens eres ae 


U.S. method 


The theoretical pro forma results of operations, as 
presented above, are not necessarily indicative of 
either the results of operations that would have 
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(thousands of dollars) 

Piste te a ANDY el ciety Eitan MA py. 551,066 
Bovis BRAN ie Rraas vena (35,000) 
NOUDRG res AEE NROn, AURA Nn (7,734) 
POS SOAP A De emanate ok bah men ete 508,332 

55,400 
erga Lea ee ee eT (67,200) 
cg SE eS es ia gs 36,600 
PU teaage Lice Mey amie ota ey ya 42,000 
5! SIRT eae A Se ee ee 28,600 95,400 
Aiea baba ee taa i RD, een ee eR ae 111,000 
Main eto ite cea meas Sih a) 60,000 171,000 
PE ina UL eh mah Ve. Ae ee - 411,583 
SRE tent eR SIRES Fi a aN! $1,186,315 


Assuming that the acquisition had taken place on 
January 1, 1984, and that the financing of the pur- 
chase and the required amortization of the excess 
purchase price remained unchanged, with an average 
cost of bank borrowings of 11% in 1985 and 12% 

in 1984, the theoretical pro forma results of opera- 
tions of the company would have been as follows: 


1985 1984 


(thousands of dollars) 


$4,985,400 $4,256,200 


wise ery Rear et rg ha ett Re a tae 155,000 95,100 
UR EeT ra el ee SOR ie Sea ca $ 3.30 $2.07 
Ne rsd ween OM EE fe A PEP ia Ps staat 3.13 2.06 
RPE Re AMM Me Gd, om aS 3.13 2.06 
hid Cie cael: a eee a ee le 3.13 2.06 


occurred had the acquisition taken place on January 1, 
1984 or of the company’s future results of operations. 


The acquisition of Trustco and the related financing 
resulted in the following changes in the company’s 
financial position: 


(thousands of dollars) 


Increase in long-termdebt ........... $ 743,700 
Increase in common shares and 

contributed surplus.-= 2. ..0)...-.. 158,500 
Increase in tangible assets............ 13,284,200 
Increase in tangible liabilities ......... 12,637,400 
Decrease in retained earnings ......... 7,900 
Increase in intangible assets .......... 582,600 
Increase in minority interests of financial 

service operations... 5.2... 56.5.5... 342,700 
Decrease in deferred taxes ........... 7,600 


Effective with the close of business on December 31, 
1985, the company amalgamated Canada Trustco 
with its other Canadian trust company subsidiary, 
Canada Permanent Mortgage Corporation. The 
combined company operates under the name Canada 
Trustco Mortgage Company. Excluding this footnote, 
references in these financial statements to Canada 
‘Trustco Mortgage Company represent the amalga- 
mated company. 


GSX Corporation 

In the third quarter of 1984, GSX Corporation 
(GSX), was formed as a subsidiary to acquire, in 
partnership with a third party, the outstanding shares 
of another company engaged in providing waste 


Increase (decrease) in fixed assets, primarily land and landfill sites ........ 
Increase (decrease) in intangible assets ................ 
Increase (decrease) in operating working capital ......... 


2. Accounting for Investment Tax Credits 


disposal services. GSX’s initial share of the cost of 
this acquisition was $264 million and it received 
approximately 42% of the acquired company’s assets 
and operations. Pursuant to an agreement with its 
partner, if GSX elected to dispose of any of the 
acquired businesses within nine months of the acqui- 
sition date, the partner was obligated to make up any 
shortfall between the sales price and the portion of 
GSX’s total contribution allocated to that business. 
Subsequently, GSX made additional investments of 
$36.8 million and elected to dispose of certain of the 
acquired businesses with an original allocated pur- 
chase price of $26 million. Accordingly, GSX’s final 
contribution to the purchase of its share of the 
businesses amounted to $274.8 million. 


The excess of this purchase price over the book value 
of the assets acquired amounted to $107.8 million and 
was allocated primarily to fixed assets and intangible 
assets. The purchase price allocation to fixed assets 
is being amortized straight-line over the remaining 
useful lives of 10 to 15 years for the depreciable por- 
tion of those assets. Intangible assets arising from 

the acquisition are being amortized straight-line over 
15 years for identifiable assets and 40 years for 
residual intangibles. The investments in 1984 and 
1985, and subsequent partial divestiture in 1985, of 
these operations resulted in the following changes in 
the company’s financial position: 


Net 
1985 1984 Investment 

(thousands of dollars) 
(8,977) 122,169 113,192 
wee Grane eee 22,343 119,860 142,203 
at a ie St) a ee (2,521) 21,971 19,450 
$ 10,845 $264,000 $274,845 


Effective January 1, 1985, in conformity with recom- 
mendations of the Canadian Institute of Chartered 
Accountants, the company prospectively changed its 
method of accounting for investment tax credits 
(ITC) to the cost reduction method. Under this 
method, the benefit of ITC is amortized to income 
over the same life, and on the same basis, as the 
related assets. Previously, the company had used the 
flow-through method whereby the full amount of 


ITC was credited to income in the year that the 
related assets were placed in service. The effect of this 
change was to increase income tax expense and 
reduce net income by $2,522,000 for the year ended 
December 31, 1985. The cumulative effect of this 
change on retained earnings as at December 31, 1984 
is not determinable and, therefore, has not been 
recognized. 
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Genstar Corporation 
(Continued) 


Notes to Consolidated Financial Statements 


3. Securities 1985 1984 
Fi Poe Book Market Book Market 
er a as laa Value Value Value Value 
Marketable Securities (thousands of dollars) 
Bonds and Debentures 
Canada. eae ee oo ORE LGR ea add ee ae 708,014 714,605 78,207 79,059 
Provinces of Canada’ ..) sn oho ie ee eee eae 286,735 286,020 34,929 33,990 
Corporate ‘and. other) Gi. cis Nias oh ae cae ee ae 300,319 306,351 423,678 424,134 
1,295,068 1,306,976 536,814 537,183 
Stocks 
Preference’ rie te cee ee IGA ee cee ce ae ee 1,448,060 1,453,709 311,542 348,384 
COMMON. oR eee ARI iss ante Lanne CR be 154,347 262,356 VAS AALS TAS Si 
1,602,407 1,716,065 386,255 489,735 
2,897,475 $3,023,041 923,069 $1,026,918 
Non-Marketable Securities, _—__—_— —_—_—_—_——— 
primarily common stocks! 2. ssa ik ee 67,620 41,336 
$2,965,095 $ 964,405 


Gains on sale of securities recognized in income were $52,238,000, $62,174,000, and $99,661,000 in 1985, 


1984 and 1983 respectively. 


4. Mortgage, Personal and Commercial Loans 


1985 1984 


Financial Services 


Mortgage 
Commercial 
Personal 


Allowance for loan losses atea eee ae ee 


Provisions for loan losses charged against income 
and included in other cost of revenues were 
$15,347,000, $13,539,000 and $32,891,000 for 

the years ended December 31, 1985, 1984 and 1983, 
respectively. 


5. Inventories 


(thousands of dollars) 


Sis 5 SOS eee ee ae 11,380,109 4,315,134 
rete tie on Sita es es 3,210,731 924,305 
sun dedas os Sat ale ep eee eee eee 1,007,375 301,234 

15,598,215 5,540,673 
Ae RGs 0s. al toate ees mete 99,058 30,069 


$15,499,157 $ 5,510,604 


Write-offs charged against the allowance for 

loan losses were $11,518,000, $15,939,000 and 
$11,151,000 in 1985, 1984 and 1983, respectively. 
The purchase of Canada Trustco resulted in an 
increase in the allowance of $65,160,000 in 1985. 


Building Materials 


Land and Real Estate Development 


Development land i) Pee te ot ee ee 
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1985 1984 

(thousands of dollars) 
Sie dl hos cso ORE) eR eles | ae 68,551 58,030 
miNeae tiie chante eee 74,382 64,403 
$142,933 $122,433 
RPL URIS Pais ha PO ARS $277 ,884 $411,771 


6. Income Properties 


1985 


1984 


Financial Services 


(thousands of dollars) 


Brcperites Mncenmev ClOPMeN ie iasia ele fhe fot kel FRc dee oe bs twee. ee 38,134 ea 
PRCOIHaEOCUHan PpLODertiCs#err iy a pan heheh. . kobescth «ot. lielgises sa deeluel ewe stig DS 239,809 = 
277 943 me. 
ENCOUN SLCCHECIOLGC! ALIONVONED ART Ce fy Ae She se iy! cogh dt. pavaia Wee. ees 14,186 = 
$263,757 ae 
MepreciaionexDpense Mer mer ce Tia eC A. tes Bead Pay Se ee ee Coa $ 670 = 
Land and Real Estate Development 
per rstinucrireveopimentum blue ee. Stes oe Se, Sk swe awh nip ach ees Koes Wee eee 127,130 42,655 
ica Benmrocucine TOnertes mre ta. fo yc ae Lah wa). Sige sek be Pate wine dos 128,568 129,086 
255,698 171,741 
PEGHEM ALC ME DICClAarlON er mre trp. inc. aFVa ores hs onc Se Dee ee Wok isn ws 5,415 4,194 
$250,283 $167,547 
Wie preciarennexpensentIG5-2 LOO) tate fais of: ko, Cie Sa, Faye Se a ee alae ae kD ale $ 2,437 $ 2,546 
7. Fixed Assets 
Land and 
Financial Building Industrial Real Estate 
Services Materials Services Development* 
As at December 31, 1985: posengs or coma) 
MC Pe Ret hn osteo be ie hod ao aia y albew's 9,910 32,734 13,697 _ 
(PETES PRES ae 08 Ne ORS tacks une Oi al ge 161,644 238,866 30,811 360 
Quarries, gravel deposits and landfill sites ............. — 64,839 41,912 _ 
DylachineryeanG EQUIDMENt lc - Gn dow we sucess es se Ses 110,362 948,140 332,835 4,379 
Rentavand) lease equipment)... <.. is eke ee cet 395,047 “ _ ~ 
676,963 1,284,579 419,255 4,739 
Accumulated depreciation, depletion and 
AINOLtIZALION I Men ree nets tet ciicucits os nets Gaus ae 208,467 576,207 220,398 2,406 
$ 468,496 $ 708,372 $ 198,857 $ 2,333 
As at December 31, 1984: 
[CSERGU Cle Gt ok RES CA eye lA ea 3,340 33,992 8,603 1,012 
PACES SEE ee ire TRE a Ss ete a toke'e as eye se 73,497 231,592 32,400 5,262 
Quarries, gravel deposits and landfill sites ............. — 60,236 34,809 
Wiachinenveand equipment se. fii a. eh. sche re es e's 46,142 908,557 328,706 10,026 
Rental anceaseequipment. 200... 6 a5 kh ee eh nee ee as 3527301 _ — — 
475,280 1,233,997 404,518 16,300 
Accumulated depreciation, depletion and 
Vivvorasbdetrtety), 2p OL 2S ce a era 131,289 529,979 203,631 75030 
$ 343,991 $ 703,958 $ 200,887 $ 8,665 


*Included in Joint Ventures and Other Assets of the Land and Real Estate Development Category. 


Included in fixed assets at December 31, 1985 is construction in progress of $50,000,000 with an estimated 
cost to complete of $41,000,000. Information concerning fixed assets held under capitalized leases is included 


in Note 18. 
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Genstar Corporation 
(Continued) 


8. Intangible Assets 


Notes to Consolidated Financial Statements 


Intangible assets comprise intangible assets arising 
from acquisitions and debt discount, net of accumu- 
lated amortization. 

Intangible assets arising from acquisitions represent 
the excess of cost over the fair value of net tangible 
assets acquired. Intangible assets arising from acqui- 
sitions subsequent to November 1, 1970 are amor- 
tized to income over periods up to forty years. 
Non-amortizable intangible assets arising from acqui- 
sitions prior to November 1, 1970 amounted to 
$31,929,000 at December 31, 1985 and 1984. Un- 
amortized intangible assets are charged to income in 
the event of a permanent diminution in value. 


9. Joint Ventures 


Debt discount represents the difference between the 
present value of debt assumed, based upon then 
current market interest rates, and the present value of 
debt assumed based upon stated interest rates, and is 
amortized over the remaining term of the related 
debt. Debt discount was $9,250,000 and $9,389,000 
at December 31, 1985 and 1984, respectively. 


As more fully described in Note 1, the acquisition of 
98.5% of Canada Trustco Mortgage Company dur- 
ing 1985 and GSX during 1984 resulted in increases 
in amortizable intangible assets of $582,583,000 and 
$142,203,000, respectively. 


The company is a partner in a number of incorpo- 
rated and unincorporated joint ventures engaged in 
the development and financing of real estate, con- 


Operations 


Rewenues © Re seat ce He ak ie are Ita 


Expenses 


Income (loss) allocated to other partners .............. 


Loss allocated to company 


Net Assets Employed 


Accounts and loans receivable and other assets ......... 


Fixed assets 


Financed by 
Mortgages and loans payable 
Equity and advances by other partners 
Equity and advances by the company 


The loss of $33,085,000 allocated to the company for 
1985 does not reflect $18,502,000 in gains on sales 
of the company’s interests in certain joint ventures. 

In general, liabilities of joint ventures are secured by 
pledges of the related assets. At times, the joint 
ventures partners may further support these obliga- 
tions should the realization from joint venture assets 
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struction and marine financing activities. The 
following is asummary of the combined operations 
and financial position of these ventures. 


1985 1984 1983 
(thousands of dollars) 
Pees ods e 146,449 198,230 316,591 
De. SEAR eP Snes 183,318 209,253 380,317 
(36,869) (11,023) —- (63,726) 
Wig Rua (3,784) 3,366 (40,941) 
‘of una as a $(33,085)  $(14,389)  $(22,785) 
3 ded ache SES 169,577 79,186 121,963 
Beene hati 24,026 16,227 41,552 
Lae ne A On 345,002 469,042 460,942 
538,605 564,455 624,457 
iG) Sabena: T3222 45,935 7S;337 
$465,383 $518,520 $546,120 
ae Seg eee 352,836 414,960 483,982 
nt ameter am nada 64,978 59,402 13,171 
VRLAWET RNR ra 47,569 44,158 48,967 
$465,383 $518,520 $546,120 


not be sufficient. As a general partner in certain 
unincorporated ventures, the company is contin- 
gently liable at December 31, 1985 for the other 
partners’ share of liabilities of $13,300,000 should 
the other partners not be able to satisfy them, as well 
as for its own share of $10,000,000 compared to 
$50,500,000 and $50,000,000, respectively at 
December 31, 1984. 


As a limited partner in other ventures, the company 
is a guarantor of partnership liabilities of $7,000,000 
at December 31, 1985 compared to $16,500,000 at 
December 31, 1984. Under certain partnership agree- 
ments, the company is also committed to make 
additional investments of $526,000. 

In addition, the company has agreed to purchase 
land from a partnership in sufficient quantities to 
enable the partnership to meet principal and interest 
requirements for $94,600,000 of loans if the partner- 


10. Customer Demand and Term Deposits 


ship is unable to do so from its own resources. 
During 1985, the company purchased land for 
approximately $21,700,000 under this agreement. 
These loans bear interest at 9.75%, mature to 1993 
and require the following payments of principal over 
the next five years: 
1986: $12,700,000 
1988: $12,600,000 
1990: $12,600,000 


1987: $12,700,000 
1989: $12,600,000 


1985 1984 


Financial Services 


(thousands of dollars) 


Deer ed ot PE ne Ee a fs eh. Shy dig ads 2 4 wie te whee ov dre dalle ae’ 7,361,657 1,069,337 
OE EM TITEE fg A age A 1,487,341 724,547 
ert a SI SE Go ek, any tec ha eter Gud Ape fhe ao de) ok wilpoval euegS 11,353,255 9,116,735 
$20,202,253 $ 6,910,619 
11. Debt 1985 1984 
Genstar Corporation (thousands of dollars) 
Fixed Interest Rate Debt 
Debentures 
Cues mconecminiedue ml LOSS la)h iad foe id es ee ey lth Ufo wa phos Sa ea es 3,966 S314 
Peeremior ne eemar ot 67,860 50,800 
Wee pCO CPM an en ie ey 44,000 46,000 
ee CREPE t La PORCH MT ee eg rte) car a ciate Oe a als las ay a eee ag wie eek 6 33,106 34,490 
TURES, EINE ee ASRS EA GNE cord A I a ee 51,549 51,468 
Pheomumpuuid cepenture dueto1996(a) 56.2. asec hs ec ne cb ne ees 19,579 23,601 
Dey eC EEL OO GC) ene Delegate Ghee Ft ok eda ages s Gives @ ble bi 2 ele ee Nes Bee 14,450 14,871 
ity oO Ai TR KERN CGN 2 ARS SS as er 104,965 98,967 
REC V ETENIELGUC 110 1 OOS AI MRM ee aes bie a ci; nated alec fob died ous ate yd dias — 4,955 
ame a ee POOL ANC) MMe ah Gin Sade ale kins lal waly Se Ewes ms aie _ 57,684 
Capital Lease Obligations 
bid/4 oO 1/2. revenue bonds due t0'1998(a) 2. i ee ees 20,811 21,832 
5.9% to 16 7/8% building and equipment leases due to 1999(a) ............... 8,317 9,969 
DIET ENDOT NG DON GUCTOUIIO IA) eis) fc sos cd sok Veo lh we sa eee ee ee 26,443 25,410 
Non-Interest Bearing to 12 3/4% notes, mortgages and debentures due to 
CALI oe EN ee a Ue, a 36,388 36,751 
Short-term Debt 
Real estate advances collateralized by related properties, generally at 
eee atest anne TOM 71/2. GitOL.0 96) hes. «oe wees bok paws eee oe dee dee as 55,769 62,038 
Variable Interest Rate Debt 
enenimencileton cosrat LIBOR(a)(C)i si sae <2 cree vale i eel eee ele 200,000 200,000 
Bankers actetanicesion prime due in 1987 ojo. a sk ee ele Se ee Se ee es 258,000 — 
Term at ae hey Re ROE EN ESS SACRA: 2 Soa ete Re cog Re Ur iran a ae 57,299 54,178 
Short-term Debt 
Commercial paper, bankers acceptances and demand bank lines ............-.:- 302,081 258,681 
1,304,583 1,057,009 


(table is continued on next page) 
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Genstar Corporation 
(Continued) 


Genstar Financial Corporation 
Fixed Interest Rate Debt 


11°3/4%. debentures due in 1995 eiiio8 5). Vee we es ee ee eee 
5 3/4% to 13 3/4% notes and mortgages due to 1998(a) ...............---05. 
Capitalized lease obligation, 11.9% equipment lease due to 1989 ............... 


Variable Interest Rate Debt 


Bankers acceptances and notes at prime or LIBOR due to 1987(a) ...........-.. 
EIBOR due to 1991 fa) 5. eB ek I a ep a 


Bankers acceptances or prime notes due in 1988 and collateralized by 


common shares of a‘subsidiary 2. 0..(..4 /an0\/e eqns e ene oe 


Short-term Debt 
Commercial paper, bankers acceptances and demand bank lines, 


wnsecured( ay iiss A AE Te SS Se ns Se 
Prime to prime +3/4%, collateralized by notes receivable and mortgages......... 


Canada Trustco Mortgage Company 
Fixed Interest Rate Debt 


13'1/4% fully-hedged note due in 1990(b)* 3552. = 023 ee eee 
11% notes due to 1990, collateralized by assets of asubsidiary................. 


Variable Interest Rate Debt 


Prime due'to'1988(a) °c a0 he se ee ee ee 
Prime +1/4%, collateralized by common shares of a subsidiary(a).............. 
LIBOR. due in 3991 (a)? ij.) 3 Se eee oe reas ee 
Mortgages due to'1995,at various rates; 222 .i.). 1-2 cee ee 


Short-term debt 


Primie(a)! sain Qt Koad he are hg, en Pe eee 


Prime to prime +1/2%, collateralized by notes receivable and mortgages 


ofa subsidiary(a) 2 0,5 Sabet sla sees OO a 


Long-term Debt 


Fixed Interest Rate Debt) toy, en A ee a a eens 


(table continued from previous page) 


75,000 = 
53,935 47,831 
248 342 
48,000 60,120 
130,200 80,520 
344,138 iar 
31,873 26,685 
51,113 19,415 
734,507 234,913 
18,023 18,023 
10,580 12,097 
51,839 43,263 
48,940 46,259 
111,864 = 
25,806 a 

A 7,739 

3,775 50,691 
270,827. 178,072 
$2,309,917 $1,469,994 
589,220 560,405 
1,276,086 484,340 
1,865,306 1,044,745 
444,611 425,249 
$2,309,917 $1,469,994 


(a) All or partly payable in U.S. dollars. (b) Payable in Swiss Francs. (c)Debenture secured by a floating charge on most of the Canadian assets of the 
company. Trust indentures pertaining to the debentures contain restrictive covenants covering the issuance of additional long-term debt and the 
payment of dividends. Under the most restrictive of these covenants, none of the company’s retained earnings were restricted as to payment of common 


share dividends at December 31, 1985. 


Installments due on long-term debt (excluding capital leases, see Note 18) required in the next five years are 


summarized as follows: 


1986 1987 1988 1989 

(thousands of dollars) 
Genstar Corporations... eee eee 7,632 363,890 53,604 194,187 
Genstar Financial Corporation ............ 7,802 77,347 384,605 26,574 
Canada Trustco Mortgage Company........ 12,854 33,583 17,817 39,317 
Total: cetera er ya lea, oe Beret $ 28,288 $474,820 $456,026 $260,078 
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1990 


39,951 
39,490 
24,733 


$103,774 


12. Minority Interest 


Minority interest consists of the following: 1985 1984 
(thousands of dollars) 

Pre recta nares Onsubarciaries seminar 2. ue te a eo Bie Gh ke ES 397,799 15,708 

Common shares and retained earnings of subsidiaries and equity in joint ventures....... 38,634 20,201 


$436,433 $35,909 


*Preferred shares of subsidiaries include $300,000,000 of 9% first preferred shares of Genstar Financial Corporation, which are retractable at par at the 
holders’ option on October 30, 1990, or annually thereafter. 


Minority interest in income of subsidiaries, included in selling, general and administrative expenses, amounted 
to $13,398,000, $4,382,000 and $3,216,000 in 1985, 1984 and 1983 respectively. 


13. Preferred Shares 


Shares Authorized 
Preferred — 5,000,000 shares authorized without nominal or par value. Under the terms of the second preferred 
share issue agreements, no preferred shares ranking higher than the second preferred shares can be issued 
without the consent of the second preferred shareholders. 
Second Preferred — 20,000,000 shares authorized without nominal or par value issuable in series and designated 
as follows: 
— 1,000,000 Series A non-voting shares of the stated value of U.S. $100 each bearing cumulative variable 
rate dividends. 
— 439,181 Series B voting convertible shares of the stated value of U.S. $24.40 each bearing cumulative 
dividends of U.S. $1.68 each. 
— 3,000,000 Series C voting convertible shares of the stated value of $31.50 each bearing cumulative 
dividends of $2.35 each. 
— 4,000,000 Series D non-voting convertible shares of the stated value of $25.00 each bearing cumulative 
floating rate dividends of the greater of 8% or 66.67% of the Canadian prime rate of interest and subject to 
a maximum rate of 14%. 
— 4,000,000 Series E non-voting shares of the stated value of $25.00 each bearing cumulative dividends of 
$2.375 each. 
— 2,000,000 Series SP voting convertible shares of stated values determined at date of issue bearing non- 
cumulative dividends at various rates. 


1985 1984 1983 
Issued and Fully Paid Shares Amount Shares Amount Shares Amount 
Redeemable (thousands) 
Preferred shares 
—SeriesA&B.......... 38 775 38 779 ~~ ~ 
Second preferred shares 
POETICS AN alate anaes as 1,000 120,000 1,000 120,000 1,000 120,000 
See SETICS FI fy eee yea ies Sekcs 4,000 100,000 4,000 100,000 — _ 
5,038 $220,775 5,038 $220,775 1,000 $120,000 
Convertible Redeemable 
Preferred shares 
—SeriesA&B.......... — —_ — _ 39 781 
Pe SOTICS LIM SOME Oils ws f 14 279 Hike) 291 15 304 
Second preferred shares 
POETICS Dole, yale wee teldoe atl 210 5,125 210 5,130 210 5,130 
Bamenies Grama yaw ls) a 2,955 93,073 2,976 93,754 2,976 93,754 
Se Oeries 1) ae thar | ot. oe 3,999 99,968 4,000 100,000 —_ _ 
m= SETICS SE 285 hehe Gia doe vod 661 6,695 627 5,890 Doz 4,900 
7,839 $205,140 7,828 $205,065 3,792 $104,869 
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1985 1984 1983 
Convertible Redeemable Issued Shares Amount Shares Amount Shares Amount 
(thousands) 
Beginning of year ...........- 7,828 205,065 3,792 104,869 3,881 106,868 
Issued in the year 
—Series'Diat $25.00. ce — — 4,000 100,000 — = 
—Series SP at U.S. $9.80 
to. ULS4612'62 cera rani 80 1,214 82 1,052 76 1,184 
7,908 206,279 7,874 205,921 3,957 108,052 
Series A and B (expiration of 
conversion option) ........ — _ (38) (775) _ — 
Converted to common shares . . (69) (1,139) (8) (81) (163) (3,165) 
Series SP redeemed .......... _ _ — — (2) (18) 
End ot year vies ot ets 7,839 $205,140 7,828 $205,065 3,792 $104,869 


Preferred shares outstanding at December 31, 1985 
consist of 457,978 Series A voting shares of the 
stated value of $20.00 each bearing cumulative 
dividends at $1.10 each; 1,205,970 Series B voting 
shares of the stated value of $20.00 each bearing 
non-cumulative dividends at $1.20 each; and 
1,726,476 Series D voting convertible shares of the 
stated value of $20.00 each bearing cumulative 
dividends of $1.50 each. 


The preferred shares are senior in rank to common 
and second preferred shares in respect to payment of 
dividends and distribution of assets. The Series A 
preferred shares are redeemable at $20.00 per share, 
plus accrued dividends; Series B preferred shares are 
redeemable at $20.00 per share. The Series D pre- 
ferred shares are redeemable at $24.00 per share plus 
accrued dividends and are convertible into common 
stock on the basis of two shares for each preferred 
share held up to June 30, 1987. 


The Series A second preferred shares bear cumulative 
variable-rate dividends based on the London Inter- 
Bank Offered Rate. As of December 31, 1985, 1984 
and 1983, the dividend rates were 5.37%, 6.38% and 
6.10%, respectively. At the option of the holder, the 
company will purchase, at the stated value, a maxi- 
mum of 330,000 shares on each of November 1, 
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1986 and 1987 and any balance outstanding on 
November 1, 1988. 

Each Series B second preferred share is convertible 
into nine-tenths of a common share of the company 
and is redeemable at U.S. $25.00 per share. 


Each Series C second preferred share is convertible 
into one common share until March 12, 1986. In 
February 1986, the company announced its intention 
to redeem all of these shares on March 17, 1986 at 
$33.10 ashare. Since issue in 1980 a total of 45,305 
shares has been converted to common shares. 


Each Series D second preferred share is convertible at 
any time into .77 common share. These shares are 
retractable at the holder’s option on March 31, 1990 
at $25.00 and annually thereafter on September 30 
until 1994 and will be redeemable on or after Sep- 
tember 30, 1994 at the same price. The company 
may at any time purchase for cancellation all or any 
number of these shares at a price not to exceed the 
highest price offered on any stock exchange on the 
date of purchase. 


Each Series E second preferred share is retractable at 
the holder’s option on November 15, 1990 and 
annually thereafter until 1994 at $25.00 and will be 
redeemable on or after November 15, 1990 at the 
same price. 


14. Common Shares and Contributed Surplus 


Authorized—an unlimited number, without nominal or par value. 


1985 1984 1983 
Issued and Fully Paid Shares Amount Shares Amount Shares Amount 
Common shares, beginning of (thousands of dollars) 
RE ics eS es Re Sec, 31,738 304,334 31,359 295,786 30,878 288,223 
Issued in the year 
— At $31.63 pursuant toa 
public offering’. 44 ue: 5,000 158,125 we a Le ee 
—At $10.00 to $32.50 on the 
conversion of preferred 
SHALES 1p eeEe tid ned ect koe 70 1,139 8 81 309 3,165 
—At $5.17 to $35.32 under 
stock purchase plans and on 
the exercise of options .... 96 2,788 169 4,202 139 3,739 
—At U.S. $16.00 to US. 
$41.00 in exchange for 
convertible debentures... . 75 1,620 202 4,265 33 659 
Common shares, end of year . . . 36,979 468,006 31,738 304,334 31,359 295,786 
Contributed surplus ......... — 8,437 a 8,552 - 8,552 
36,979 $476,443 31,738 $312,886 31,359 $304,338 
1985 1984 1983 


Common Shares Reserved for Issuance 


Series D convertible preferred shares ................. 
Series B convertible second preferred shares ............ 
Series C convertible second preferred shares ............ 
Series D convertible second preferred shares............ 
Series SP convertible second preferred shares ........... 
iSiiavereiDle GeDentunes ta. te test ys es)t ah eo ala lee 
PRET CISEOUGDUONS Han Pai en ue IG AS cove tc bale es 


1965 Stock Option Plan 

Options have been granted whereby common shares 
may be purchased by employees at a price not less 
than 90% of market on the grant date. Employees, 
the majority of whom were also officers and direc- 
tors, held options for 45,000, 50,000, and 50,000 
common shares at December 31, 1985, 1984 and 
1983, respectively. No options were issued in 1985, 
1984 or 1983. Option prices from inception of the 
plan have ranged from $11.99 to $15.75. Of the 
45,000 options outstanding at December 31, 1985, 
41,000 are currently exercisable. 


(thousands of shares) 


PC TNEEDS Be GSE 28 29 30 
Pate Ome 189 189 189 
ee Re 2,955 2,976 2,976 
bearhctent Weel 3,076 3,077 ke. 
eS BRON 613 515 619 
Mea ke iS) 177 343 546 
Sa ee eee 157 199 156 

7,195 7,328 4,516 


1982 Stock Option Plan 

Options have been granted whereby common shares 
may be purchased by employees at a price equal to 
100% of market as of the date of grant. Employees, 
some of whom were also officers, held options for 
178,790, 149,070 and 105,690 common shares at 
December 31, 1985, 1984 and 1983, respectively. 
The number of options granted during the years 
ended December 31, 1985, 1984 and 1983 were 
59,000, 55,825 and 44,050, respectively. Option 
prices from inception of the plan have ranged from 
U.S. $10.88 to U.S. $25.57. Of the 178,790 options 
outstanding at December 31, 1985, 119,790 are 
currently exercisable. 
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Revised 1969 Stock Purchase Plan 

Under the terms of the Revised 1969 Stock Purchase 
Plan, the Board of Directors or a committee thereof is 
authorized to issue up to 1,500,000 Common Shares 
to officers and employees of the Corporation and its 
subsidiaries at a price not less than 90% of the mean 
of the high and low selling prices of the Common 
Shares on the Toronto Stock Exchange. The Corpo- 
ration may lend participants up to 99% of the pur- 
chase price at an interest rate of 5% per annum or 
such other rate as fixed by the Board of Directors. 
The shares are held as security by the trustee until full 
payment has been received. During 1985, 30,100 
shares were issued. 


15. Net Income per Common Share 


Notes to Consolidated Financial Statements 


1979 Stock Purchase Plan 

Under the terms of the 1979 Stock Purchase Plan, 
Series SP second preferred shares were issued to 
employees at a price equal to the conversion value as 
of the date of grant. The SP shares are convertible 
into common shares pursuant to a conversion for- 
mula based on market value. Employees, some of 
whom were also officers and directors, held 661,475 
Series SP second preferred shares at December 31, 
1985. The participants pay U.S. $5.48 to U.S. $12.62 
for the shares over a period of ten years together with 
interest currently set at 10% per annum. Non- 
cumulative dividends are paid at the annual rate of 
US. $.66 to U.S. $1.51 per share. During 1985, 
80,150 shares were issued. 


The weighted average number of shares used in calculating net income per common share under the Canadian 


and United States methods is as follows: 


Canadian United States 
; : 1985 1983 1985 1984 1983 
Basic and Primary 
Weighted average common iihoussad: of shares 
Sharesyt tet Secetteshaes 33,118 31,473 SIG2Z) 33,118 31,473 fo ee PAN: 
Share equivalents pertaining to 
—conversion of preferred 
shares EPA ee na ~ 6,865 3,633 3,730 
—conversion of debt ..... = o 315 494 553 
— options and warrants .. . = — 38 18 39 
33,118 31,473 S220 40,336 35,618 35,543 
Fully Diluted 
Weighted average common 
shares\s(nac Hl. eee 33,118 31,473 31-221 33,118 31,473 31,221 
Shares pertaining to 
— conversion of preferred 
sharese 4657 a eee 6,931 3,701 3,793 6,931 3,701 3,793 
—conversion of debt ..... 315 550 315 494 553 
—options and warrants ... 50 44 50 20 44 
40,414 35,688 35,611 40,414 35,688 SO;018 


Basic and primary income per common share have 
been calculated after reducing net income by the 
preferred share dividend entitlement of $33,400,000 
in 1985, $19,729,000 in 1984 and $14,774,000 in 
1983. Net income was increased for purposes of 
calculating primary income per common share by 
$16,403,000 in 1985, $8,435,000 in 1984 and 
$8,417,000 in 1983, being the effect on income avail- 
able for common shares of preferred dividends and 
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the after-tax interest assumed on convertible debt. 


In determining fully diluted income per common 
share, net income has been reduced by $17,344,000 
in 1985, $11,761,000 in 1984 and $6,840,000 in 
1983, being the dividends on outstanding non- 
convertible preferred shares, and increased by 
$368,000 in 1985, $489,000 in 1984 and $505,000 
in 1983, being the after-tax effect of interest assumed 
on convertible debt. 


16. Income Taxes 


Income before taxes and provision for income taxes by geographic area are as follows: 


Income (Loss) Before Income Taxes 


Garr icl a ete ee 


Other 


Garin AM ee Nak eles aete w 


Other 


CEREUS dele ole oy ls BRR I bo 


Total Provision for Income Taxes 


The components of the deferred tax provision are as follows: 


Mortgage loan reserves 


Additional depreciation (recapture) for tax purposes....... 
Effect of losses on future taxable income................ 


Portion of real estate and joint venture deferred income 
recognized for tax purposes 

Amortization of excess tax value of assets 
available to reduce future taxable income 

Deferred tax credits and other 


The company’s effective income tax rates are as follows: 
pany 


Canadian and United States federal income tax rates....... 
Provincial and state income taxes, net of federal deductions. . 
Lower taxes on foreign source income.......-----..-+-:+ 
lax exempt SECUPILIES INCOME 4 fs. ee ee ee 


Effects of investment incentives net of recapture 


Reduced rate on capital gains and other income..........- 


Inter-unit interest income taxed at reduced rates 


Effect of tax losses carried forward .............-000055 


Amortization of acquisition purchase price allocations 
Minority interest in income of subsidiaries 


Other 


Deferred income taxes included in income taxes on 
the consolidated balance sheet were $36,400,000 
and $50,000,000 at December 31, 1985 and 1984, 
respectively. 

Losses of $278,500,000 are available to reduce 
future United States taxable income in years up to 
and including 2000. 


1985 1984 1983 
(thousands of dollars) 
Pee seaL 9,670 (33,156) (25,361) 
afin Ciaran 27,938 24,440 615 
Pie irae Manes ace 138,919 140,769 134,386 
$176,527 $132,053 $109,640 
A ese ABs ne 15,900 4,100 12,000 
epi Oe wily ane 17,400 4,700 37,400 
OLon aes Geet 6,100 7,300 10,500 
39,400 16,100 59,900 
Uae ee tia £0 (33,700) (34,500) ~—- (45,500) 
Ts wee eAe (400) 18,700 (7,800) 
(34,100) (15,800) — (53,300) 
she Nie ei a Ne $ 5,300 $ 300 $ 6,600 
aie eka ae 5,300 (800) (1,500) 
Mace s oe (39,200) 28,900 1,800 
Me oe 6,200 (55,100) (59,100) 
MEP A Goan: (4,000) = (2,000) 
ra Vee SAY 1,900 8,400 5,200 
Atoagerye Le (4,300) 2,800 2,300 
$(34,100)  $(15,800)  $(53,300) 


SS 


Tax recoveries have not been recorded on 


Mie rei e tN} 46.0% 46.0% 46.0% 
ean otek wy 2.5 1.8 5.6 
ere (4.8) (19.6) (17) 
St Eee! (18.9) (8.6) (7.4) 
apt eae Tee 0.5 0.4 (3.5) 
SE ro es (3.2) (6.8) (0.7) 
er aA (28.7) (30.8) (32.6) 
NS et aie (6.3) 3.6 10.2 
ernest Un 9.0 127 17 
see ee 2.9 1.5 1.3 
Sap ong 7 tee 4.0 = (2.9) 
3.0% 0.2% 6.0% 


$128,000,000 of these losses. In addition, as a result 
of a merger of certain subsidiaries in 1982, the tax 
value of United States assets exceeds book amounts 
by $110,000,000 which is available to reduce future 


taxable income. 
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(Continued) 
In 1985, United States operations generated taxable Income taxes have not been provided on undistribu- 
operating income which, combined with pension ted income of certain foreign subsidiaries as such 
plan asset reversions and estimated tax audit settle- income is being reinvested in foreign operations. At 
ments, reduced losses available to reduce future December 31, 1985, $258,000,000 of such undistrib- 
taxable income by $88,700,000. uted income, if distributed as dividends, would be 


subject to income tax at 46%. 


17. Unrealized Foreign Exchange 


An analysis of the changes in the unrealized foreign exchange account follows: 1985 1984 
(thousands of dollars) 
Balance=- beginning of year 2. .5)edic josie sie eS ea a ea ele Dm, 79,600 34,300 
Translation adjustments :....06 2025: 05 g)a's osc ute a ats cb SUR OU RD neat et 19,300 45,300 
Balance—end of years 3 0')2 2.08 ip 2c eo Ree ee ae re $98,900 $79,600 
Realized foreign exchange gain (loss) included inincome..................-+-++--5- $ 700 $ (200) 
Unrealized foreign exchange gain (loss) included in income ...............-.-+.+--- $ (1,900) $ 1,200 
Canadian equivalent of one United States Dollar (year-end rate) .................... $ 1.40 Smdcoe 


18. Leased Assets and Lease Commitments 


The company leases equipment, manufacturing facili- Future minimum payments under capital leases and 
ties and premises under both operating and capital non-cancellable operating leases for fixed assets are 
leases. Fixed assets include the following amounts for as follows: Non- 
leases that have been capitalized: cancellable 
1985 1984 Operating Capital 
Leases Leases 
eae (thousands of dollars) (ihousande prdelines 
Buildings ........ Gaur 8,700 9/600.) 108 bse acne 61,600 2,500 
Machinery and equipment ean 59,7000 "1087 tet epee 58,400 2,000 
40,300 45,300 i OBB near eg 53,900 2,100 
Teena nica HOBO Mase aan Scr as 52,000 2,500 
depreciation PTS Pe ER 21,000 22,600 TOOO ae cnt ci case A eaacn i 49,000 13,900 
Subsequent years’ 
$19,300 $22,700 lease payments....... 103,700 13,500 
Amortization of capital leases is included in interest Total lease payments .... $378,600 36,500 
tie depreciation expense. Capitalized leases include Tmputed interes aees 7,124 
acilities under lease-purchase option. The leases ne 
require annual payments equal to the servicing and Present value of minimum 
redemption requirements on municipal bonds that lease payments included 
financed the construction of the facilities. The com- in long-term debt ... .. $ 29,376 
pany has the EO to purchase the facilities for an Rent expense for the years ended December 31, 1985, 
this sufficient ie redeem all outstanding bonds, 1984 and 1983, was $71,745,000, $47,518,000 and 
age i abba st or for $1 once all bonds have been $44,284,000, respectively. 


19. Pension Plans 


The company and its subsidiaries have a number of the plans are charged to income based on actuarial 
defined benefit pension plans in which salaried, funding requirements. 

commissioned and hourly employees are eligible to Pension expense was $2,500,000, $1,000,000 
participate upon retirement after varying years of and $4,900,000 in 1985, 1984 and 1983, respect- 


J . . 
employment. The company’s annual contributions to ively. Pension plan expense in the United States 
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includes actuarially determined prior service costs 
being amortized over periods up to 30 years. 


Actuarial valuations of the pension plans were made 
at December 31, 1984 or during 1985 using assumed 
returns on pension plan assets ranging from 5.5% to 
8.5%. The results of these valuations for Canadian 
and United States plans are as follows: 


Canadian Plans 


Assets with a market value of $244,343,000 were 
available in the Canadian plans, compared to the 
present value of accumulated plan benefits of 
$225,846,000. The accumulated plan benefits calcu- 
lation was based on the value of future accrued 
benefits at retirement and accordingly assumed 100% 
vesting of participants. 


During 1985, the company withdrew, after obtaining 
regulatory approval, $42,000,000 of the surplus 
attributable to company contributions existing in 
certain salaried Canadian pension plans as of April 
30, 1985. This amount is being amortized straight- 
line over a period of 10 years as a reduction of 
pension expense, commencing in 1985. 


20. Litigation 


United States Plans 


U.S. salaried and hourly plans and a new salaried 
employee plan established as of January 1, 1985, had 
assets with a market value of $50,186,000 compared 
with the present value of accumulated plan benefits 
of $50,473,000. The accumulated plan benefit calcu- 
lation was based upon the value of accrued benefits 
payable at retirement and included $47,641,000 of 
currently vested benefits. 


Effective December 31, 1984, the company restruc- 
tured the pension plan covering most of its United 
States salaried employees. The existing plan was 
discontinued and the accumulated plan benefits of all 
participants became fully vested. Upon receipt of 
regulatory approval, the trustee of the plan dis- 
charged the plan’s liability to participants for their 
accumulated benefits by the purchase of an annuity 
contract or by direct payments to participants. The 
residual assets of $43,300,000 were then refunded to 
the company.This amount is being amortized straight- 
line to income over a period of 10 years as a reduc- 
tion of pension expense, commencing in 1985. 


Asbestos 

A subsidiary of the company has been named as one 

of a large number of defendants in numerous actions 
filed in various jurisdictions by individuals who seek 
damages based on alleged exposure to asbestos prod- 
ucts allegedly manufactured and sold by such defen- 

dants (Personal Injury Claims). 


The subsidiary and over thirty other companies (the 
Insured) have entered into an agreement (the Wel- 
lington Agreement), pursuant to which some but not 
all of the subsidiary’s insurance carriers have settled 
with the subsidiary litigation with respect to insur- 
ance coverage concerning Personal Injury Claims. 
Pursuant to the Wellington Agreement, the subsid- 
iary’s signatory insurance carriers have agreed that 
their policies of insurance applicable to the subsidiary 
cover Personal Injury Claims against the subsidiary 
resulting from exposure to asbestos products on or 
before March 15, 1985. The Wellington Agreement 
establishes a facility which has the exclusive right 

to handle all claims made against the Insured in 
actions which allege damages for Personal Injury 
Claims. Costs in defending claims and indemnity 
payments will be allotted to the Insured pursuant to 
agreed upon percentages. An additional primary 
insurance carrier has agreed to afford the subsidiary 
coverage similar to that provided under the 


Wellington Agreement. 
The subsidiary, along with a number of other pro- 
ducers of asbestos-related products, has also been 
named as a defendant at December 31, 1985 in 
approximately 77 cases pending in various jurisdic- 
tions in which the plaintiffs, public and private 
entities (including school districts) and individuals, 
have alleged that the presence in buildings of certain 
materials containing asbestos allegedly manufactured 
or sold by such producers constitutes a health hazard 
(Building Claims). Various plaintiffs seek to represent 
different classes, and a federal court has certified a 
class consisting of all private and public schools in 
the U.S. Plaintiffs seek against all defendants very 
substantial amounts in compensatory damages and, 
in some instances, additional substantial amounts in 
exemplary damages. Some plaintiffs do not specify 
an amount of monetary damages but seek court 
orders compelling the defendants, at their cost, to 
remove asbestos products from the buildings or to 
otherwise make them safe, and, in some cases, to 
finance programs to monitor the health of persons 
exposed to asbestos products. It is not possible 

to ascertain what damage or relief plaintiffs seek 
specifically from the subsidiary. The subsidiary 
believes it has substantial and meritorious defenses 
to these actions. 
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Neither of the settlement agreements mentioned 
above settle the litigation or disputes between the 
subsidiary and its insurance carriers with respect to 
coverage for Building Claims. The subsidiary’s pri- 
mary insurance carriers are currently defending such 
actions pursuant to an interim agreement wherein the 
carriers have reserved the right to seek reimburse- 
ment from the subsidiary. In addition, the subsid- 
iary’s settlements with its carriers provide that the 
subsidiary will not be covered for exemplary dam- 
ages where applicable law precludes such coverage 
and two excess insurance carriers have notified the 
subsidiary that they would deny coverage for such 
damages. While the issue of insurability of exemplary 
damages under general liability policies remains in 
flux and varies from jurisdiction to jurisdiction, the 
subsidiary intends to contest coverage denials should 
it become necessary. 


Based on historical experience, the subsidiary 
anticipates that a significant number of additional 
Personal Injury Claims and Building Claims may be 
made against it in the future. The subsidiary no 
longer manufactures or sells any products contain- 
ing asbestos. Although the amount of liability with 
respect to Personal Injury Claims and Building Claims 
cannot be ascertained, any resulting liability from 
pending Personal Injury Claims and Building Claims, 
in the opinion of management, will not materially 


21. Additional Information 
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affect the company’s financial position. 


Abacus Cities 

In 1981, legal proceedings against Guaranty Trust 
Company of Canada (Guaranty) and others were 
commenced in British Columbia and in Alberta, 
alleging, among other things, that Guaranty, as trustee 
under a trust indenture, acted improperly in appoint- 
ing a receiver and manager of the assets of Abacus 
Cities Ltd., now in bankruptcy. A subsidiary of the 
company, one of the holders of debentures issued 
under the trust indenture, pursuant to the terms 
thereof, has agreed, along with other holders, to 
indemnify Guaranty on a proportionate basis (50%). 
Damages claimed against all defendants in the Alberta 
action total approximately $300 million while the 
action in British Columbia is for an unspecified 
amount. Guaranty is defending these actions and has 
advised the subsidiary that Guaranty has a good 
defense to all such actions. 


Other 

The company and its subsidiaries are also parties to 
routine claims and suits brought against them in the 
ordinary course of business. In the opinion of man- 
agement, all such routine claims and suits are ade- 
quately covered by insurance, or if not so covered, 
the results are not expected to materially affect the 
company’s financial position. 


Restatement 

Consolidated financial data for all prior years have 
been restated to consolidate the accounts of Genstar 
Financial Corporation (GFC), a financial services 
subsidiary which was previously accounted for on 
the equity method. Consolidation of this subsidiary 
is preferable as a result of the increasing significance 
of GFC’s operations to the company. This change has 
no effect on previously reported earnings or share- 
holders’ equity. 

Capitalized Interest Costs 

Interest costs, related primarily to income property 
development and real estate joint ventures, are cap- 
italized during the development period and charged 
against income as part of construction cost or depre- 
ciation. Had these interest costs been expensed as 
incurred, income before income taxes would have 
declined by $4,300,000 in 1985, increased by 


$20,800,000 in 1984 and remained unchanged in 1983. 
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Amortization of Purchase Price Premiums 

Reported net income of subsidiaries is adjusted on 
consolidation to include amortization of the excess 
purchase price allocated to their financial assets and 
liabilities, properties and equipment, and intangible 
assets. Amortization of the excess purchase price will 
substantially occur by December 31, 1990 for finan- 
cial assets and liabilities, over estimated remaining 
lives of 4 to 36 years for properties and equipment 
and over an average of 25 years straight-line for 
intangible assets. The effect of amortization of these 
allocations was to decrease reported net income of the 
subsidiaries by $17,300,000 and $10,600,000 and 
increase net income by $6,500,000 for the years ended 
December 31, 1985, 1984 and 1983, respectively. 
Mortgage Commitments 

At December 31, 1985, outstanding commitments 
for mortgage advances amounted to $853,312,000. 


Foreign Exchange 

Under Canadian Generally Accepted Accounting 
Principles (GAAP), translation fluctuations associ- 
ated with long-term debt are amortized straight-line 
over the remaining term to maturity of the debt. 
Under U.S. GAAP. such fluctuations would be 
included in income for the period. In 1985, applica- 
tion of U.S. GAAP would have resulted in a reduc- 
tion in net income of $2,700,000. In prior periods, 
the differences between U.S. and Canadian GAAP 
have not been material. 


Restrictions on Inter-Company Distributions 
Loans, dividend payments and income distributions 
from certain subsidiaries and joint ventures are 
restricted by legislation, trust indentures and other 
agreements. 


Canada Trustco Mortgage Company (Trustco) as a 
trust and loan institution, is regulated by various 
Canadian federal and provincial legislation. Regula- 
tory approval would be required for any loan from 
‘Trustco to the company or affiliates of the company. 
The leverage of trust and loan companies is also 
regulated under the legislation, limiting the size of 
Trustco’s deposits to 25 times its capital as defined by 


22. Summarized Quarterly Financial Data (Unaudited) 


statute. Under these regulations, at December 31, 
1985, all of Trustco’s post-acquisition retained earn- 
ings of $97,000,000 were available for dividends. 


Provisions of a subsidiary’s loan agreement prohibit 
the payment of dividends by the subsidiary until 
December 31, 1986. The company’s share of undis- 
tributed earnings of the subsidiary was $25,100,000 
at December 31, 1985. 


Trust indentures relating to $47,600,000 of the long- 
term debt of a subsidiary require approval of the 
trustees for dividend distributions to the company in 
excess of defined amounts and loans to the company 
other than in the normal course of business. No 
consolidated retained earnings are restricted under 
such provisions and all but $261,000,000 of the 
subsidiary’s net assets could be distributed without 
the trustee’s approval. 


Joint venture agreements generally require the 
approval of all partners prior to the distribution of 
income or granting of loans to the partners. At 
December 31, 1985, $27,700,000 of consolidated 
retained earnings represent unremitted income of 
joint ventures. 


Three Months Ended 
Year Ended 
March 31 June 30 September 30 December31 December 31 
1985 (thousands of dollars) 
CEN CR UC Serer re a eS e.g $723,522 $925,270 $1,065,902 $1,317,161 $4,031,855 
CODELALING AEOINIG Maree erate eed cicero ew 38,175 101,082 113,646 135,307 388,210 
PUCHILIC ONTO MIRE Hie teint endl chs liicia teed oe Sas es 5,269 50,714 53,669 (onl eWAs) LAG 227, 
Net income per common share (dollars) 
BASE ete YS BOE ale tate a $ (0.09) $ MepA  k) 1.41. $ ISA os 4.16 
yan ime igyt conn nam Tee ane a (0.09) 1.30 1.26 1.35 3.82 
Market price: The Toronto Stock Exchange (dollars) 
LN ED heed palace Rt Rene a gaa A gr $ 32.00 Shao 2: 00ca> eysten ee) Jo.7 00) 35.38 
EN OWMNETS SenieE RRC AMIDE CRWER GAS sa! a pie dos 26.13 27.38 27.63 26.00 26.00 
—closing price, December 31 ............. 33.25 
Market price: The New York Stock Exchange (United States dollars) 
ETRE gh Ss ace dk th han yd eo a ee $ 23.88 3: 7723.88" -S ZO13 1S 24.25 $ Bows 
et S VATE BERN Oe Rees Neg eld kk e's ahah Se 19.75 19.88 20.38 19.00 19.00 
—closing price, December 31 ............. 23.88 
Trading volume on exchanges in (thousands of shares) 
Laren Sal pl Sas as geen Ue oman c MEN eect eh os) aos 3,763 2,460 4,529 6,371 Piles 
STIL CCE ACEO et ia cdi piace Van ee ae, 6 1,996 1,514 1,554 2,324 7,388 
MOEN ERENETIANGES ENGINE, N5ie ea katie ns 360 ale wl 160 Bly 988 


SS Pe ee ee 
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Genstar Corporation Notes to Consolidated Financial Statements 


(Continued) 
Three Months Ended Year Ended 
March31  .  June30 September30 December31 December 31 
1984 (thousands of dollars) 
RREVOIUES takes eee panieval of Gh ae <  SoetieIGLAR aia $588,233 $794,663 $788,623 $887,812 $3,059,331 
Operating incomes. skls otis tte eta DH TLRNI/ 95,336 93,466 T5059 328,598 
INGERCOmTe Han ft ar ea a a ya ea (3,809) 44,464 44,770 46,328 AGH Perfor | 
Net income per common share (dollars) 
ee ASIC PRIOR UN hie wont kgm Mein Feat at $0 (0.25) vine 1.29 $ 1.29 $ BPA Oh a6 
SSD PIMALY) adh. eave onal ae LSI aon (0.25) ey 2d VAS 3.38 
Market price: The Toronto Stock Exchange (tetas) 
re PUR PLenatn ot Ricker oe See Ue dis eon egal $ 31.50 $ 24.38 $ 26.88 $2000 ieee 31.50 
Sas LOW Ree Sit CPR Ae NG An ae WSU Med OES 2oi25 19.38 19:75 23.50 19.38 
—closing price, December 31° 0040. 2)! ohea vis 26.75 
Market price: The New York Stock Exchange (United otates dollars) 
SSM T es Road ean Le ait rate GaN ca ivan WE Ae AP PAS et: So 19:13 Se 20:35 $224 SOS 25725 
et LOSNAT Sr imtrtien vca ot ar (AT it te Ran 3 gett A en tae 18.63 13.00 15.00 17.88 15.00 
—closing price, December 31 ............. 20r25 
Trading volume on exchanges in ihe ads ene \ate>) 
ea (Caachi Meat iio h via Sanity veexa (et ten teen deka yt ee 1,921. dl BcYe 2 o07 2,048 Lj Q00 
= Uinitedioratesns tar pih ce aaa a tales eee 2,334 2,094 2,285 2,475 9,188 
23. Supplementary Information on Inflation and Changing Prices (Unaudited) 
1985 1984 1983 1982 1981 
Average Canadian Consumer Price Index 
(1981=100 per Statistics Canada)........ 127.1 Dee ‘lp ly7 110.8 100.0 
Revenues (millions of dollars) 
AS TEPOTLOG icic era spare de wehetee neta Y saan $ 4,032 Simo 009 S72, 87-21 $2,002 $ 2,629 
=in constant dollars cc cn eater : 4,032 3,179 3,115 3,214 3,341 
Dividends per common share 
ESAS TOPOL, cried eh Wa ye as BAY A ie C Feng fag £8) SuPe0.85 Siir0.05 $90.90 $1380 
In CONnSstant GOllars: nies wow ade sean aint ee 1.10 0.88 0.70 1.03 2.29 
Market price per common share at year-end* 
e- TMSEOLICAL AMOUNT Es tl timc eee oe Siivoseas Si67 $ 31.00 S205 Sr Zone 
—in constant dollarsaiyrmers opus een ty alee ol toe 32.63 MES Th 32.94 22.50 28.38 
*Toronto Stock Exchange a 
Overview 
The average Consumer Price Index (CPI) in Canada nesses and the use of the CPI to calculate amounts of 
increased by 4.0% in 1985, compared to increases of equivalent purchasing power by adjusting for the 
4.3% in 1984 and 5.8% in 1983. In order to provide effects of general inflation. 
eat statement users with information as to the The measurements concentrate on the amount of 
eat of inflation on an enterprise, guidelines for the inventories and fixed assets necessary to maintain the 
c eee is disclosure of inflation-adjusted infor- “Operating Capability” of an entity and the effects 
honed cee een issued by both the Canadian which these amounts, restated for the effects of 
nstitute of Chartered Accountants (CICA) and the inflation, would have on its operations and financing. 


Financial Accounting Standards Board, United States 
(FASB). Both the CICA and FASB prescribe a “Cur- 
rent Cost” computation to measure the effects of 
specific inflation on a company’s particular busi- 


These computations as explained hereunder, involve 
estimates and subjective judgments which greatly 
reduce comparability to actual operating conditions. 
Caution should be exercised in its interpretation. 
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Current Cost Inflation 

The prescribed method to approximate specific infla- 
tion is to determine today’s cost to replace assets with 
the same type as those produced or utilized by the 
company. The methods used to determine this theo- 
retical cost vary depending on the industry and type 
of asset. 


In the case of Genstar, the current cost of land and 
manufacturing inventories and the related cost of 
sales have been determined by applying recent pur- 
chase prices and standard costs to units on hand or 
by the use of internal and external indices for changes 
in costs. 


The current cost of fixed assets of the company’s 
operations has been determined using recent con- 
struction and purchase costs or internal, external and 
trade association indices. If new asset prices have 
been used, accumulated depreciation has been 
deducted for the expired useful life. Depreciation was 
based on average 1985 current cost and historic 
estimated useful lives. 


Monetary assets and liabilities are restated only for 
the current year’s general inflation. The assets and 
liabilities of the company’s financial services opera- 
tions are primarily of a monetary nature. 


General Inflation | 

The amount disclosed as “Current year adjustment 
for specific inflation in excess of general inflation” is 
the difference between the effects of general inflation 
and the effects of change in specific prices during the 
year. The Canadian CPI has been used as the measure 
of general inflation and has been applied to restate 
items from historical cost to equivalent average 1985 
dollars. Foreign currency current cost amounts were 
translated to Canadian dollars and then restated into 
average 1985 dollars. A resulting translation adjust- 
ment represents the portion of the current year’s 
increase in current cost that is due to the change in 
exchange rates between the foreign and Canadian 
currencies. 


Purchasing Power Gain/ Financing Adjustment 

As the purchasing power of the dollar declines, so 
does the true economic cost to repay liabilities. The 
company’s net monetary liabilities have been adjusted 
to average 1985 dollars using the Canadian CPI. The 
resultant reduction in liabilities, assuming repayment 


in December 31, 1985 dollars, is the purchasing 
power gain. This gain can be viewed as the purchas- 
ing power decrease accruing to the lender of capital 
and results from using borrowed funds as a hedge 
against the effects of inflation on related assets. 


The Canadian inflation accounting guidelines iden- 
tify another allocation of the effects of inflation 
between the lender of capital and the common share- 
holder in addition to the purchasing power gain. In 
periods of increasing prices, the company will require 
additional capital to offset the effect of increases in 
the specific prices of inventories and fixed assets and 
this additional capital is referred to as that necessary 
to maintain the operating capability of the enterprise. 


This capital is provided by a combination of share- 
holders’ investments and borrowed funds. The financ- 
ing adjustment represents the increase in the current 
cost amounts of inventories and fixed assets which 
theoretically would be financed by debt given the 
company’s average debt to equity structure for the 
year. Using debt to finance these assets reduces the 
amount of the net increase in current cost that 
theoretically would be deducted from income attrib- 
utable to shareholders. 


Net Assets 

The company’s total assets less liabilities have been 
adjusted to average 1985 dollars and for the current 
cost/constant dollar differential of inventories and 
fixed assets to produce a current cost equivalent. 


The resulting current cost net assets are considerably 
greater than the corresponding historical cost 
amounts. These adjusted amounts should be viewed 
as estimates of capital employed on which a fair 
return must be earned and not as amounts contrib- 
uted by shareholders or accumulated and retained 
from previous earnings. 


Inflation Adjusted Results 

The data presented below restates certain balance 
sheet and income statement amounts for the impact 
of inflation using the methods prescribed by the 
CICA and FASB. Inflation adjusted 1985 net income 
and earnings per share after providing for preferred 
dividends does not include the holding gain resulting 
from the decline in purchasing power of net liabilities 
of $124,500,000 or $3.76 per common share or the 
Canadian “financing adjustment” of $92,000,000 or 
$2.78 per common share. These two amounts 
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represented that portion of the cost of inflation borne 
by lenders of capital rather than by the company’s 
shareholders. In our view, these amounts represent a 
reduction in financing costs, and should be netted 
against interest expense to determine inflation ad- 
justed financing costs. In addition, inflation adjusted 
results as shown do not consider the reduction in 
income tax expense that would result from current 
cost adjustments to cost of sales and depreciation 
expense. Net income would be higher than historic 
net income for the period 1983-85 if the effects of the 
holding gain and the financing adjustment on total 
financing costs and the income tax effect of current 
cost adjustments were included in the inflation 
adjusted results. 


Inventories and fixed assets on a current cost basis 
was $2,573,400,000 in 1985, $2,717,900,000 in 
1984, and $2,476,100,000 in 1983. These current 


Selected 1985, 1984 and 1983 Financial Data 
Adjusted for the Effects of Changing Prices 


Net Income 


Invaverage 1985 /dollars gen Ae ean Re 


Current cost adjustments: 


Costokreventiess.02.7. 0 4 Sor agen eee eee 
Depreciation: Masnick fc igas AA Sea 


Gain from Decline in Purchasing Power of Net Liabilities 


Inaverage 1985. dollars o. 30) ti) Danie: 2 ee ee 


Financing Adjustment 


Current cost income adjustment attributable to debt .... 


Net Income (Loss) Per Common Share 


bvaverage 1985 dollars sss Fe cee oe ee 


Inventories and Fixed Assets 


AS Teportedn mews). 45 edi: set aaa tek ee a ee 
Adjustment for general inflation................... 


Current year adjustment for specific inflation 
in excess of (less than) general inflation: 


Current -costig..< cies oo, oe, PRE Sle eee eee 


Financing Adjustment 


Notes to Consolidated Financial Statements 


cost amounts are 43%, 52% and 56% higher than their 


_ respective historical cost amounts. The current cost 


of these assets did not increase in proportion to the 
general inflation rate in 1983. The current cost in 
proportion to the general inflation rate increased 
$97,100,000 in 1984 and decreased $25,800,000 in 
1985. The decrease is primarily related to sales of 
development land, which carried a high current cost 
basis. 


Net assets on a current cost basis were the equivalent 
of 149% of their historical value as at December 31, 
1985, as opposed to 171% and 205% as at December 
31, 1984 and 1983, respectively. This decrease reflects 
the company’s increasing proportionate investment 
in assets other than inventories and fixed assets, 
which are not restated to reflect current cost under 
prescribed inflation accounting methods. 


1985 1984* 1983* 


(millions of dollars except per share amounts) 


59 ce onan re 171.2 Lo 7ee 1A 7ee 
BED oh Abe ea 89.1 50.2 26.8 
RE eae is 73.0 ESO 67.9 


CMs eee $ 13.4 $ 23.0 
$ 124.5 $ 68.9 $ 83.1 
$ 92.0 $ 58.6 $ 46.7 


$ (0:74). $ (0.22) Sseeo ag 


Theoretical debt financing of annual change in current cost of 


inventories ‘and fixed assets 7,80 to eee 


Net Assets 


In ‘averages 985 dollars (24005) -t aa eee 


FC el 1,798.9 1,791.7 1,587.1 
it ee eee 732.0 746.7 927.9 
Shams ek ata (25.8) 97.1 (80.1) 
a en 68.3 82.4 41.2 

$2,573.4 $2,717.9  $2,476.1 
TTA Peel cage $ (82.0) $ 114.6 — $ (146.4) 
BEA beet aia $2,326.8  $2,193.7 — $1,786.3 


*For the purposes of comparison 1984 and 1983 amounts have been increased for the change in the average CPI from those years to 1985. This restates 
1984 and 1983 amounts to the purchasing power equivalent of average 1985 dollars. 
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